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The Economic Bulletin for Latin America, published by the secretariat of the Economic 
Commission for Latin America, appears twice yearly with an annual Statistical Supplement 
from volume V onwards. The essential purpose of this periodical is to provide a résumé of the 
economic situation of the region designed to supplement and bring up to date the information 
published in the Commission’s annual economic surveys. Apart from this summary, which is to 
appear in every issue, special articles on different subjects related to the economy of Latin 
America are included, as well as informative and methodological notes. 


The ECLA secretariat assumes entire responsibility for the Bulletin. Its content—intended for 
the information both of public officials and of the general reader—was not submitted to the 
Commission’s member Governments before publication. 


In 1962 two bilingual Statistical Supplements were published separately, each with the 
corresponding table of contents. 
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FIFTEEN YEARS OF ECONOMIC POLICY IN BRAZIL 


INTRODUCTION 


Brazil’s experience in economic policy over the past 
fifteen years affords particularly interesting material for 
the study of problems connected with the introduction 
of an industrial system into a predominantly primary 
economy. The particular significance of Brazil’s case 
will become clear if the considerations set out below 
are taken into account: 


(a) From a qualitative standpoint Brazil’s industry 
today is of the type characteristic of a mature economy, 
having a small import coefficient and a diversified capital 
goods sector;} 

(6) Most of the transformation took place in the 
course of the past decade; 

(c) The part played directly and indirectly by the 
public sector in guiding the process of change increased 
sharply during the period in question; 

(d) The drastic alterations in the structure of the 
production machinery were not accompanied by marked 
changes in the institutional apparatus. They did, however, 
give rise to some efforts to provide the instruments 
required, characterized mainly by their heterogeneity 
and clearly pragmatic nature; 

(e) The changes that took place in the secondary 
sector had no effect on the country’s old primary- 
exporting areas, its agricultural activities and a large 
proportion of its population, which were thus virtually 
left without the benefits of economic progress. In 
many ways this limited the scope of industrial develop- 
ment and contributed to the formation of a non- 
integrated economy. Nevertheless, in the past the one- 
sideness of the process was no obstacle to the develop- 
ment of the dynamic sectors; 


(f) The transformation was accompanied through- 
out by a marked inflationary process, the struggle against 
which, save for brief periods, was dependent upon 
development policy. 


An over-all appraisal of the series of economic policy 
measures adopted in Brazil over the past fifteen years 
brings out another important feature of these events. 
The typical phases of industrial development are linked 


1For the three-year period 1959-61 the import coefficient was 
7.5 or eit of bettas: domestic product. According to the Three- 
Year Plan, in 1958 the domestic market supplied 67.2 per cent 
of the capital goods required. 


to an equal number of patterns of economic policy, 
which, synthetizing as they did the decisions taken in 
respect of the problems of the economy as a whole, 
came to constitute increasingly deliberate attempts to 
answer the questions which history raised. It should 
be borne in mind that in the course of the industrializa- 
tion process, as the forces which stood behind industrial 
dynamism gained in importance and influence, a growing 
insight into the nation’s problems was acquired. Like- 
wise, such terms as economic development and under- 
development, agrarian reform, literacy campaigns and 
promoting the dynamic growth of the Nordeste became 
part of the basic vocabulary of the urban population. 
This reflected a political urge, a nationwide ‘endorse- 
ment of the idea that the country must develop, which 
provided an explicit frame of reference for Brazil’s 
economic policy. In the area of dynamic development 
and, through a “demonstration effect”, in the marginal 
areas as well, a change has taken place in the standards 
applied in evaluating the action of executives. All candi- 
dates for political posts are required to produce a plan 
or programme, or to have a record of achievements to 
their credit. These factors, today part and parcel of 
Brazilian life, are of very recent date, having been 
practically unknown before the fifties, 

It should not be concluded from these remarks, how- 
ever, that a rational course is to be discerned in eco- 
nomic policy. The time is probably still far off when 
perfect compatibility and integration will be achieved in 
respect of the aims pursued and the best possible means 
will be utilized for attaining them. No centralized 
decision-making process has as yet been established to 
give economic policy the requisite degree of consistency. 
The polycentric nature of Brazil’s economy, the complex 
and divided character of its national society, and its 
ill-balanced developments are all responsible for the 
lack of such a process. There are many loose ends in 
economic policy; conflicting aims are pursued simul- 
taneously; and policy instruments are wielded without 
regard for their side-effects. Nevertheless, substantial 
formal advances were made during the fifties, a central 
body of instruments was set up, with educative and 
coercive effects on the marginal areas, and, what is 
even more important, the principal economic develop- 
ment trends found support in policies deliberately 
planned to strengthen their potentialities. 
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The aim of the present study is to record the salient 
features of economic policy evolution in Brazil. To 
that end it is divided into two parts. The first attempts 
to define the characteristic phases of economic policy 
and the context of each, in terms of the basic guidelines 
followed and the social and economic situations by 
which they were dictated. The second part consists of 
a short account of the set of economic policy instru- 
ments used and the principal advances made in this 
field, and also points out some institutional changes 
resulting from economic growth. 


1. CHARACTERISTIC PHASES OF ECONOMIC POLICY 


The first part describes the characteristic phases of 
economic policy indicating the main objectives pursued, 
the social and economic patterns inspiring them, their 
implementation and results. From this standpoint, the 
measures and systems adopted may be broadly classified 
into five well-defined phases. 


The first covers the period 1948-50 during which 
economic policy was basically dependent upon and 
moulded by external behaviour patterns. Although this 
phase had a vital effect on the subsequent course of 
industrialization, no particular or deliberate interest 
was evinced in industrial development. Decisions were 
adopted in response to the behaviour of the external 
sector and were essentially aimed at limiting domestic 
and external imbalances. Industrialization came about 
at this stage as the result of previous circumstances 
rather than through the deliberate pursuit of a major 
objective, and can therefore be fairly described as 
“spontaneous . 


The difficulties arising in the phase of non-complemen- 
tary industrialization forced Brazil to become aware of 
the whole complex of its industrial development problems. 

Two phases of influence can be discerned with re- 
spect to industrial development policy throughout the 
fifties. The first lasted from 1951 until the second half 
of 1954, giving shape to what might be termed “a 
first approach to development policy”; it also marked 
the establishment of the machinery for adopting eco- 
nomic policy decisions. The second stage covers the 
late fifties when, under the Target Plan, every effort 
was deliberately directed towards the construction of 
the higher strata of a vertically-integrated industrial 
pyramid. The second phase differed from the first both 
in the intensification of effort and in the broad scope 
and complementarity of the sectoral aims pursued. A 
period of transition extending from about the second 
half of 1954 to the end of 1955, separated the two 
phases. This interim period was the result of an accentua- 
tion of Brazil’s inflationary process and of changes in 
its political spectrum, which led to unsuccessful attempts 
to institute conventional stabilization schemes. In fact, 
the failure of these attempts and the reasons behind it 
constitute the chief grounds for the attention merited 
by that period. 


Lastly the early sixties cover another typical phase 
of Brazil’s economic policy. Partly owing to the reduc- 
tion in incentives as a result of the external bottleneck, 
and partly because of the intensification of inflation, 
economic policy underwent a change. The salient fea- 
tures of the new system consist, on the one hand, of a 
shift in the focus of interest from industrial develop- 
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ment to the curbing of price increases, and, on the other, 
of an attempt to seek spheres of economic growth other 
than the simple vertical integration of the economy, e.g., 
regional developments, reorganization of the agricul- 
tural sector, etc. 


2. EVOLUTION OF THE INSTRUMENTS OF ECONOMIC 
POLICY AND INSTITUTIONAL REFORMS 


The aim of this section is to depict the instruments 
used in each outstanding phase of economic policy, and 
at the same. time, to record the institutional changes 
necessitated and/or brought about by the economic de- 
velopment noted. Space is too limited for a meticulous 
account to be given of the whole set of instruments and 
the principal modifications to which they were subjected; 
all that has been attempted is to sketch their salient 
features. The present study is not, however, purely 
descriptive in character. Some endeavour is made to 
identify the most important of the reasons for the 
changes in the various instruments, as well as the fac- 
tors that determined the forms these assumed and their 
methods of operation. 


With the margin of inaccuracy inevitable in any sys- 
tematic breakdown, three attitudes to this question can 
be identified that roughly correspond to the chronological 
phases in which the guiding principles of economic policy 
are grouped here. The first phase, stretching from the 
post-war period to the early fifties, is characterized by 
an almost complete lack of interest in the subject. All 
instruments but those connected with foreign exchange 
rates were neglected, no concern being shown for their 
deliberate application to secure declared economic ob- 
jectives. They fulfilled, so to speak, purely vegetative 
and routine functions. In these circumstances, no in- 
terest attaches to a detailed appraisal of the instruments 
used during the period in question. 


The second phase coincides with the Target Plan 
period. Nevertheless, as in the phases of economic policy, 
there was a period of transition between this and the 
preceding stage, in which certain relevant measures were 
adopted that heralded the new approach by which the 
Target Plan was to be distinguished, and which con- 
sisted in the empirical establishment of instruments 
with a view to the solution of specific problems, regard- 
less of their secondary effects, and without any attempt 
to vizualize them as an integrated whole. This period 
of transition covered the first half of the fifties, when 
the drawbacks of an unco-ordinated industrialization 
process began to make their presence felt. However, 
these transitional years can also be passed over and 
attention concentrated on the Target Plan period, not 
only because it represents the consolidation of the ap- 
proach previously tried out on a modest scale, but also 
because to analyse it automatically implies reference to 
those initial measures. Moreover, the great majority of 
the latter were only to be manipulated to full effect in 
the period covered by the Plan, prior to which, more 
often than not, they were reduced to mere legal au- 
thorizations. 


Lastly, in the early sixties, a new attitude to the 
instrument problem emerges. The structural changes 
introduced in the economy, the shifting of its centres 
of gravity, the increasing complexity of its everyday 
life and the new unknown quantities involved in its 


dynamics, gave the question of redefining the role of 
the State and solving the problem of the instruments to 
be used and urgency unprecedented in the history of 
Brazil. The subject ceased to occupy a secondary posi- 
tion, subordinate to the attainment of the proposed 
targets, and became one of the burning issues of the 
day, of importance for its own sake. For the first time, 
although still cautiously, the study of instruments as 


such was assigned a new status among the concerns of 
economic policy. 


Attention should now be focused on another aspect 
of the relationships between machinery and institutional 
changes. It is no easy matter to establish a distinction 
between the concepts of an instrument of economic 
policy and an institution. Nevertheless, the adoption of 
the sociological definition of this latter—a complex of 
social patterns which crystallize or become more stable 
and traditional, and which, since they have a specific 


social function (domestic, religious, economic, political, 
etc.) are calculated to ensure the unity and the con- 
tinuity of society—makes it possible to draw a dividing- 
line, although not a very precise one, between the two 
fields. A change in an instrument would not affect the 
structure of society. It is a matter of modifying the 
means that a society with a given structure has at its 
disposal for the discharge of socially-determined func- 
tions. The modification of an institution, on the other 
hand, would reflect a more or less radical change in the 
structure of society, implying a parallel transformation 
of its functions. It is on the basis of these concepts that 
an attempt will be made to classify the trends observable 
in relation to the instruments of economic policy in 
Brazil, although this solution cannot be considered al- 
together satisfactory, if only because the two problems 
are inextricably interwoven in a society undergoing so 
rapid a process of change. 


I. CONTINUATION OF “SPONTANEOUS” INDUSTRIALIZATION (1948-50) 


The selection of these years obviously does not mean 
that the industrialization process actually started in that 
period. It is known to have taken shape in the first few 
decades of the present century and to have speeded up 
after the Depression and the Second World War, when 
the new pattern of growth based on import substitution 
became more firmly established. The years 1948-50 
were chosen because of the necessity of establishing a 
contrast between “spontaneous” industrialization—inter- 
preted mainly as a reaction to external pressures—and 
the industrialization which took place during the fifties, 
when it became a social objective and guiding principle 
of economic policy. 


A study of the period selected is essential to a proper 
understanding of the later stages of economic develop- 
ment, since it was precisely from the incentives created 
by foreign exchanges practices that there emerged the 
principal forces which were subsequently to influence 
the course of development. Before embarking upon an 
analysis of foreign exchange policy, a point worth 
stressing is that the guiding principles and instruments 
of that policy were the chief—and to some extent the 
only—measures applied with deliberation. Hence it is 
that this was virtually the only area in which major 
decisions were taken during the period. 


The foreign exchange measures adopted during those 
years can be summed up briefly as follows: the adop- 
tion of fixed multiple exchange rates for all external 
transactions; maintenance of this rate for five years, 
despite an annual rise of about 15 per cent in domestic 
prices; strict administrative control of imports through 
the issue of import licences specifying the quantity, 
quality and price of the imported item for every transac- 
tion; discretionary authority in the granting of licences 
exercised against “less essential” imports of durable and 
non-durable consumer goods; and the absence of any 
special machinery for the collection of fiscal revenue 
from external transactions.? Before analysing the effect 


2Foreign trade flows were subject to a very small customs 
charge (specific tariff established in 1937 and reduced to negli- 
gible proportions by inflation) and a state government export tax 
with a legal maximum of 5 per cent ad valorem. 


of this exchange system, it would be as well to take a 
brief glance at the events that led up to its adoption and 
at the factors which permitted such practices to continue 
for five years. 


1. BACKGROUND DATA ON EXCHANGE POLICY 


As a supplier of raw materials, Brazil accumulated 
huge foreign exchange reserves during the Second World 
War, for the usual reasons prevailing at such times. 
Since part of the income created through the acquisi- 
tion of this foreign exchange by the Bank of Brazil was 
not frozen and economic productivity declined owing to 
the difficulty of obtaining supplies from abroad, the first 
half of the forties witnessed an intensification of the 
inflationary process. Consequently, at the end of hostili- 
ties, heavy pressure was exerted by the previously re- 
stricted demand for imports of consumer and capital 
goods to replace industrial equipment that had worn 
out during the war years. A liberal import policy was 
adopted at that time in a bouyant foreign exchange 
situation, exchange parity being established at the level 
prevailing before 1930. This policy derived its main 
support from pent-up demand; however, as Mr. Furtado 
has so aptly pointed out,? it was largely founded on the 
belief that the inflationary process could be arrested by 
reducing the high costs of domestic industry through 
intensified competition from goods imported at a low 
rate of exchange. However, restoration of the parity 
level obtaining before the 1929 Depression would have 
entailed a return to the import coefficient prevailing at 
that time, and impossibility in view of the stagnation 
in the purchasing power of exports.* That being so, the 
exchange policy followed in 1945-47 led to a rapid 
drain on reserves, and by mid-1947 an external bottle- 
neck was already appearing in the form of huge deficits 
in the balance of payments. However, although an ap- 
preciable proportion of the foreign exchange supply had 


3 Celso Furtado, The Economic growth of Brazil (University of 
California Press, Berkeley and Los Angeles 1963), pp. 239-241. 


4 [bid., pp. 238-240. 
155 


been squandered on imports of non-essential items and 
on the acquisition of obsolete foreign assets in the 
country,® the increase in the value of the financial re- 
serves accumulated by enterprises during the war enabled 
them to re-equip and consolidate their position, since 
the exchange rate had not altered. This fact played a 
far from insignificant part in the definition of subse- 
quent policy. 


2. SOURCES OF SUPPORT FOR EXCHANGE POLICY 


It has already been shown that the reappearance of 
deficits in the balance of payments led to the imposition 
of strict administrative control over imports instead of 
to a policy of currency devaluation. Some of the factors 
contributing to the adoption of such a decision, with 
its important repercussions on the subsequent evolution 
of the economy, are well worth a brief study. The fac- 
tors responsible for the maintenance of this policy for 
as long as five years should also be brought out. Its 
duration was particularly notable in view of the fresh 
impetus gained by the inflationary process and the pro- 
gressive elimination of the less profitable commodities 
from the export schedule, 


In the first place, consideration should be given to 
the coffee problem. This is the sector that might have 
offered the greatest opposition to the policy of maintain- 
ing the exchange rate, since the rest of the exporting 
groups neither had nor have much weight in economic 
policy decisions. Nevertheless, in spite of the relative 
prejudices entertained by the coffee sector the fact re- 
mains that the exchange policy in force in 1948 met 
with no opposition in the external sector, which was 
still predominant in the domestic economy. 


The coffee sector had just emerged from a prolonged 
depression and had already formed the habit of follow- 
ing the central policy dictated by the Federal Govern- 
ment. In 1948 it feared that currency devaluation might 
cause the bottom to drop out of the world coffee market. 
Moreover, in 1947-48 the pace of rising domestic 
prices had slackened off and a period of prolonged 
stability was expected. Thus the sector’s subjection to a 
centrally-adopted official policy, the protection of this 
commodity on the world market and the expectation of 
stability made such an exchange policy initially attrac- 
tive to the coffee sector. Later, when internal conditions 
were again marked by acute inflation the sharp spurt in 
the world price of coffee’—begun in 1948-49 when 
coffee stocks were exhausted—reduced to a minimum 
the pressure of the export sector in favour of an adjust- 
ment in the exchange rate. As a result of the improve- 
ment in the terms of trade, real income increased rapidly 
and the coffee sector did not lose any income, in ab- 
solute terms, to other interests in the export sector, 
although it did not appropriate all the benefits deriving 
from the export boom. 


5 A substantial proportion of the funds was used by the Federal 
Government to buy the old maritime-railway transport network 
constructed during the coffee era and owned by foreign enter- 
prises, and also to write off the consolidated external debt con- 
tracted during the first three decades of the century under the 
international coffee protection policy. 


6 The world price of coffee rose from approximately 13 cents 
per lb. to over 70 cents between 1948 and 1954. 
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Furthermore, the exchange policy was encouraged by 
the fear that a free exchange rate would increase the 
incentives for domestic coffee production and speed up 
inflation. Under those conditions, the official line of 
reasoning was that domestic stability was strictly de- 
pendent upon the exchange rate, maintenance of which 
was therefore all the more desirable. 


Lastly, reference should be made to those deriving 
most benefit from the existing policy. The administra- 
tive control imposed on imports of less essential con- 
sumer goods, together with the maintenance of the 
exchange rate in the face of rising domestic prices, 
meant in fact that the market was reserved for import 
substitution industries and that subsidies were granted 
for the operation and equipping of industrial units, con- 
cessions which greatly favoured the already considerable 
secondary sector established during the previous de- 
cades. Another parallel element of support for the ex- 
change policy and one which has not, perhaps, been 
given due emphasis, is the import trade, which is not 
necessarily the same as the industrial sector. Access to 
import licences permitted goods imported at the official 
rate to be sold on the domestic market at a “stabilized” 
price. This was increasingly higher than the foreign ex- 
change purchase price and made for the accrual of huge 
profits by importers, who carried considerable weight 
in the policy-making process. Such were the factors 
which made the foreign exchange viable during that 
period. 


3. MAIN REPERCUSSIONS OF THE EXCHANGE POLICY 


A main result of the combination of incentives to 
import substitution during this period was that indus- 
trialization took place on a predominantly extensive and 
far from integrated basis. The private sector took ad- 
vantage of the fact that the domestic market was re- 
served for consumer goods. However, since the im- 
petus towards industrialization did not derive from a 
process of rational selection of industrial opportunities, 
but emerged rather as the result of import restrictions, 
it can be asserted—at the risk of generalizing—that 
import substitution took place during that time in re- 
spect of the less essential items, particularly in the cate- 
gory of durable consumer goods. In addition, as has 
been shown, the gains in productivity resulting from 
the improvement in the external sector were absorbed 
primarily by the private sector. The public sector was 
not equipped, either financially or institutionally, to 
absorb a share of those benefits and, therefore, was 
unable to provide the growing infrastructure required 
to support this accelerated industrialization. The result 
was large-scale structural disequilibrium, especially in 
the energy-transport sector which continued to depend 
on the early investments of the primary export model. 


The inadequacy of the public sector in this respect 
and its failure to realize the radical structural changes 
that were taking place, were responsible for a lack of 
complementarity in the dynamic industries and the 
resulting basic bottlenecks. Thus arose the main chal- 
lenge to the development policy that was to be followed 
in the second half of the decade. 


In this connexion, however, mention should be made 
of the principal exception namely, the steel industry. 


During the Second World War, when military and 
strategic considerations commanded attention, steel manu- 
facturing based on the use of blast furnaces was intro- 
duced in Brazil, Started in 1946, it matured as an 
industry precisely during the “spontaneous” phase of 
development and its action undoubtedly helped to bridge 
the gaps that existed in the new structure of industry. 


Lastly, it would be as well to note the effect on the 
export schedule of an inflated exchange rate. With the 
exception of coffee, which brought in more in terms of 
money because prices had risen on the world market, 
the share of the so-called minor export items whose 


sale abroad was subject to a subsidy payable by the 
Federal Government was gradually reduced.? 


The burden of financing these exports—in 1952, cot- 
ton exports represented losses exceeding the fiscal im- 
balances of previous financial years—and the public 
sector’s need to obtain fiscal resources from foreign trade 
flows eventually made it impracticable to continue with 
the exchange policy in force. 


f The reduction in exports of minor commodities (cacao, cotton, 
pinewood, rice, castor bean, iron ore, sugar, etc.) is observable 
in that their share of the value of exports declined from 58.4 
per cent in 1948 to 26.3 per cent in 1952. In the latter year coffee 
accounted for 73.7 per cent of total exports. 


Il. THE FIRST APPROACH TO A DEVELOPMENT POLICY AND THE 
RECRUDESCENCE OF INFLATION (1951-54) 


At the beginning of the fifties and concurrently with 
the political changes then taking place, a series of eco- 
nomic policy measures aimed at changing the structure 
of production was adopted, and as a whole represented 
the initial formulation of deliberate action to promote 
development. Before making a brief study of these meas- 
ures, which in time came to constitute the main instru- 
ments of the Target Plan, it would be as well to point 
out some of the factors which guided the state’s economic 
policy. 

The first fact which stands out is, as previously noted, 
that the earlier disarticulated development process had 
brought to light a number of bottlenecks in the basic 
sectors, especially in energy and transport, and thus 
created clear cut and pressing targets for State action. 
Secondly, it should be remembered that the outbreak of 
hostilities in Korea aroused widespread concern at the 
prospect that the industrial sector should once again 
endure the restrictions to which it had been subjected 
during the first half of the decade. Fear that the inter- 
national emergency should again curtail imported sup- 
plies spurred efforts to promote the diversification of 
industry in order to render the external sector less vul- 
nerable. Lastly, it should be borne in mind that the 
measures adopted were so to speak, a natural continua- 
tion of the economic process that had been taking place; 
hence, there was no appreciable curbing of these efforts, 
but rather many interests combined to see that they 
were not interrupted. 

Within this generally favourable picture, various 
projects aimed at stimulating economic diversification 
took shape in 1951-54. Some of them related to public 
investment in transport and energy. Attention had al- 
ready been focused on this question in an earlier period, 
specifically in the programme for health, nutrition, trans- 
port and energy known as the “Plan SALTE” (Sanidade 
Alimentacaéo, Transporte, Energia) which, however, was 
only implemented in part. On the other hand, as a result 
of the studies undertaken by the Joint Brazil-United 
States committee® and the promise of a foreign loan of 


8The Joint Brazil-United States Committee, besides analysing 
Brazil’s economy, drew up a total of 41 projects involving invest- 
ment in infrastructure, which provided for the large-scale moderni- 
zation and expansion of the railway and maritime transport system 
and the energy sector. Although this programme did not in the 
end receive the backing expected from the United States, which 
made it necessary to abandon the system of financing envisaged, 
many of its recommendations were adopted and served as a basis 
for subsequent achievements. 


$500 million for strengthening those sectors, various 
measures were put into effect. These include the revised 
National Road Plan, the programme for expanding the 
supply of energy in the Nordeste, the establishment of 
the Fundo Federal de Eletrificagéo, a study of the prob- 
lems besetting the national coal industry and the pro- 
gramme for modernizing the merchant fleet and port 
facilities, 


Moreover, the Banco Nacional do Desenvolvimento 
Econémico (BNDE) was founded in 1952 with the 
declared aim of promoting industrial reforms. In its 
first few years of operation it allocated the bulk of its 
resources (obtained from compulsory loans from tax- 
payers and other sources) to investment in infrastruc- 
ture. In the second half of the fifties it concentrated 
on programmes for diversifying the industrial inventory. 


In 1953 an important reform was effected in one of 
the key sectors of economic policy, namely, the exchange 
system. Directive No. 70,® modifying the system de- 
scribed in broad outline above, divided exchange opera- 
tions into three markets, each with multiple exchange 
rates. The main import items were classified in five cate- 
gories, with varying additional charges determined in 
auctions of foreign exchange. This entailed replacing 
the machinery for direct administrative control of ap- 
plications by an aggregate supply of foreign currency 
for each of these import categories. In any case, some 
financial transactions and certain essential imports still 
benefited from a special exchange rate. As regards ex- 
ports, the reform also drew a distinction between the 
different categories, bonuses being established for the 
lower productivity items with a view to diversifying the 
export schedule. 


The main effects of the above-mentioned reform on 
the industrialization process were briefly, the following: 
(a) the reservation of markets for import substitution 
items was_consolidated as a result of the rise in the 
price of imports included in the categories for which 
higher exchange rates prevailed; (b) the granting of 
subsidies (implicit in the categories ruled by lower ex- 
change rates) for imports of capital goods and inputs 
necessary to industrial development; and (c) the possi- 
bility that the State, through the purchase and sale of 


9The decisions taken by the Superintendencia da Moeda e 
Credito (SUMOC) in relation to exchange, monetary and credit 
instruments are communicated to the public by means of cir- 
culars known as “directives”. 
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foreign exchange, might once again absorb a share of 
foreign trade income. 


Lastly, the establishment in 1954 of PETROBRAS, 
whereby the State assumed exclusive responsibility for 
the development of the petroleum industry, also merits 
attention. While this can be interpreted as the reaffirma- 
tion of an attitude deliberately favouring development, 
it subsequently helped to relieve the pressure on the 
balance of payments and to give a greater measure of 
autonomy to national efforts in a strategic sector. 


As shown above, the years 1947-48 were marked by 
a slackening of the inflationary process. From 1949 on- 
wards, however, domestic prices rose more swiftly, a 
development which is attributable to various factors 
that are worth dwelling on in view of the impact of 
inflation on the economic policy decisions during this 
particular period. 


The first important rise in the price of coffee oc- 
curred in 1949 as a result of the exhaustion of stocks. 
It is common knowledge that the placing on the market 
of an additional supply of foreign exchange has an 
expansionist effect on the means of payment. In the 
interval between the growth of foreign exchange receipts 
and the additional supply of imports there may be infla- 
tionary repercussions of a conjunctural nature. In the 
case of Brazil, before the additional supply of imports 
could mitigate such inflationary pressures, a second im- 
portant factor helped to expedite the process, i.e., the 
outbreak of hostilities in Korea. Independently of the 
rise in import prices, the prospect of a new phase of 
physical restrictions on international trade caused the 
Government to formulate a policy of heavy external 
borrowing in order to finance additional imports, par- 
ticularly of capital goods and raw materials, with a view 
to increasing stocks. To facilitate these operations, offi- 
cial banks adopted a policy of easy credit, which per- 
mitted enterprises to reach during that period the highest 
investment rates in two decades.!° Although such invest- 
ments may in the long run have had the effect of reduc- 
ing pressure on the import schedule, in the short term 
they intensified inflationary pressures. The rate at which 
prices increased climbed from 7.1 per cent in 1949 to 
11.7 per cent in 1950 and 16.4 per cent in 1951.12 


10 Total investment in the years 1951 and 1952 accounted for 
22.4 per cent of the gross domestic product. 

11 Annual rates of increase calculated on the basis of the gen- 
eral price index of the Getulio Vargas Foundation. 


However, this private investment was not accompanied 
by a corresponding investment of public funds, thus 
producing the bottlenecks (energy and transport) of the 
system which further contributed to the upsurge of 
prices. Moreover, the supply of foodstuffs, which had 
been increasing at a satisfactory rate because of the 
additional land made available for agriculture, remained 
at a standstill for two years (1951-52), the only un- 
favourable period in the whole decade. The combination 
of these factors intensified the action of inflationary 
pressures, thereby stimulating the rising trend in prices. 
The substantial increase in the minimum wage in 1952 
—the real wage went up by 119 per cent in relation to 
1949—and the 1953 exchange reform were other con- 
tributing factors. 


All these pressures found the public sector relatively 
unprepared from the standpoint of taxation. The public 
sector had previously been able to maintain its share 
of the gross domestic product through the introduction 
of minor changes in the tax structure—e.g., ad valorem 
charges, frequent revision of specific tariffs, support for 
the most dynamic sectors and prompt collection of taxes— 
which made for greater flexibility. However, this share 
was adequate only for a State assuming no decisive re- 
sponsibility in the process of structural changes. 


Under these circumstances, as previously noted, a 
number of tax provisions were introduced as from 1952 
with a view to overhauling the Government’s financial 
machinery. Thus started the new phase which was to 
take definite form from 1956 onward. The following 
were the most important changes introduced: an increase 
in the fuel tax in 1952 (the funds being used for the 
road network programmes); a refundable surcharge on 
income tax in the same year, for the purpose of estab- 
lishing a federal investment bank (BNDE); and the 
exchange reform provided for under SUMOC Directive 
No. 70, referred to above, which enabled the public 
sector to obtain earnings from the foreign exchange 
market. However, as will be seen later, these measures 
proved inadequate and Brazil found itself once again 
beset by acute budgetary disequilibria following an era 
of relative tranquillity in the late forties and in 1951-52. 


Thus, the years 1948-53 were marked by a sharp 
rise in the rate of inflation—from 6.4 per cent in 1948- 
49 to 14.9 per cent in 1953—a rate which was to be 
maintained and even exceeded at the end of the decade. 


Wi. 1954-55: A PERIOD OF TRANSITION 


The expansionist policy followed in previous years, 
combined with factors of a structural nature, had pro- 
duced a sharp increase in the rate of inflation, and the 
economic policy measures subsequently adopted in the 
early fifties were not such as to discourage this trend. The 
two years prior to 1956 were, on the whole, characterized 
by an attempt to bring economic policy back to its 
traditional pattern, that of ensuring stability through 
curtailment of over-all demand. 


Various credit restriction schemes established during 
the period were short-lived. The principal restrictive 
action consisted in attempts to control monetary expan- 
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sion, which constituted the focal point of economic policy 
action during those years. 


From October 1954 to May 1955 private banks were 
compelled to turn over to the monetary authorities 50 
per cent of the additional funds deposited by the public. 
This procedure was again applied, albeit less severely, 
at the end of 1955 and in mid-1956. Before discussing 
the reasons for the failure of these efforts, which would 
help to explain what happened in the next phase, it 
would be as well to mention the main factors underly- 
ing them: first, the fear aroused by the new wave of 
inflation referred to above; secondly, the reversal of the 


trend in the external sector which, after permitting a 
substantial growth of the capacity to import, began 
showing symptoms of stagnation following a tightening 
of imports in the wake of the import substitution meas- 
ures that had been taken; and lastly, the emergence of 
a new expansionist cycle in respect of domestic coffee 
production motivated by the rise in the price of this 
commodity, although production did not increase until 
after 1956 because of the heavy frosts which occurred 
in the intervening years. 


Such factors conveyed an impressive picture of dis- 
equilibrium to those who, based on an orthodox diag- 
nosis of the dynamics of the national community, en- 
deavoured to correct it at the source by curtailing over- 
all demand. 


These efforts, however, failed to remove the bottle- 
necks in the transport-energy sector, and resulted in a 
reduction of economic activity and a slowing-up of the 
growth rate. Their effectiveness in dealing with the spe- 
cific problem of rising prices is doubtful. But the im- 
portant point to be emphasized is the latent conflict 
between those practices and the forces already existing 
in the country, The economy was emerging from a phase 
of dynamic industrial expansion, and the surpluses ac- 
cumulated in the urban sector were affected by an ex- 
ternal bottleneck which opened up new opportunities for 
industrial enterprise. The decline in the level of eco- 
nomic activity would affect recently established branches 
of industry accustomed to high rates of expansion and 
productivity. Furthermore, private Brazilian enterprises 
were, and still are today, highly vulnerable financially 
to credit cuts, since nearly all their working capital needs 
are provided, directly or indirectly, by banks. 

In the absence of a sufficiently selective system of 
imports and credits, any attempt at restriction would 


be conducive to an abrupt and uncontrolled contraction 
of the most dynamic sector of the economy. This ex- 
plains the violence of its reaction to the endeavours to 
introduce contractionist systems. Such efforts were short- 
lived. And they had an important by-product—the indus- 
trial sector was compelled to take stock of itself. In the 
struggle for survival, it was forced to define its objec- 
tives. Stability became a secondary problem; what mat- 
tered was the development and maintenance of economic 
activity. It repudiated restrictive systems; and it reaf- 
firmed its position by the adoption of the Target Plan. 
By laying stress on growth, and relegating equilibrium 
to second place, it led the economy, in the second half 
of the decade, along the path of vertical industrialization. 


It is curious to note that when the conventional sys- 
tems of reducing over-all demand were adopted, they 
already bore within them the germ of an anomaly en- 
gendered by the public investment situation, The public 
sector, geared as it was to the objective of eliminating 
bottlenecks, incurred financial deficits while, through 
other channels, bringing private banking resources that 
had been frozen back into circulation, which to some 
extent counteracted the restrictive measures introduced. 
Such a symbiosis of conflicting aims weakened the hypo- 
thetical efficacy of the proposed stabilization systems. 


The transitional phase described above, while demon- 
strating the obstacles and opposition to the application 
of traditional stabilization formulas, accumulated a wide 
range of objective and subjective factors which were to 
make for a radical change in the principles that had 
hitherto governed the line of action followed in favour 
of an energetic policy of industrial expansion and com- 
plementarity. 


IV. THE TARGET PLAN (PLANO DE METAS), 1957-60 


At the end of 1956, the Government formulated a 
wide range of sectoral objectives, known as the Target 
Plan or Plano de Metas, which represents the most sub- 
stantial decision consciously taken on behalf of indus- 
trialization in the economic history of the country. Dur- 
ing the next five years these objectives were to be the 
lodestar of economic policy, while, in some respects, in 
the course of execution of the Plan, its original postula- 
tions were surpassed, and it more and more definitely 
assumed the character of an industrial development 
policy. 

The Plan accorded absolute priority to the building- 
up of the higher strata of a vertically-integrated indus- 
trial pyramid and of the basic social capital on which 
this structure rested. It was to give continuity to the 
import substitution process which had been developing 
during the two preceding decades.1? It devoted no atten- 
tion to the structural reform of the agricultural sector, 
whose previous evolution had not constituted a stum- 
bling-block to industrialization. Thanks to the incor- 
poration of new land, the supply of foodstuffs and indus- 
trial inputs of primary origin had increased faster than 


12See “The growth and decline of import substitution in 
Brazil”, supra, p. 1 et seq. 


the population.1* In these circumstances, the Plan made 
only marginal reference to agriculture.1* 


Nor was the Plan concerned with the question of un- 
satisfactory income distribution. Social investment and 
expenditure were given little prominence. And it was 
not until 1959 that the proposal to stimulate the dynamic 
development of the former primary exporting areas, 
untouched as they were by the industrialization process 
concentrated in the Centro Sul region, was substantiated, 
with the establishment of the Superintendencia de De- 
senvolvimento do Nordeste (SUDENE), a federal agency 
responsible for over-all planning in the principal prob- 
lem area. 


13 Jy 1947-60, the production of the primary sector increased 
at an average annual rate of 4.6 per cent. During the fifties, the 
area under cultivation was enlarged by 56 per cent. These data 
indicate the steady growth of the sector on extensive lines. No 
improvement in the physical productivity of the land is registered 
in the same period for the majority of the staple crops. 

14 Of the total resources earmarked for the Plan, the proportion 
allocated to the whole set of objectives linked with the agricultural 
sector, including the fertilizer industry, was 3.2 per cent. 

15 All that figured in the Plan was a target for the training of 
technical personnel which would absorb little more than 3 per 
cent of the resources programmed. 
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In briefest outline, the Plan postulated direct govern- 
ment investment in the energy-transport sector and in 
certain basic industrial activities, particulary steel mak- 
ing and petroleum refining, where entrepreneurial initia- 
tive had been found wanting; it also established increased 
benefits and incentives for the expansion and diversifica- 
tion of the secondary sector producing capital goods and 
inputs, which required a high capital intensity. 

In face of these objectives, which implied a sweeping 
change in the structure of the economy, less importance 
was attached to considerations relating to price equili- 
brium, the balance-of-payments situation, and _ the 
“healthy” evolution of the monetary, fiscal and exchange 
sector, which became of secondary concern and was 
placed at the service of the industrialization process. 


Thus, the Plan, besides advocating the concentration 
of investment in vertical industrialization, involved pro- 
tection of the level of activity in the economy. The 
tremendous effort demanded is easy to understand, in 
view of the phase of stagnation through which the ex- 
ternal sector was now definitely passing and the non- 
existence of voluntary savings on the requisite scale and 
of financial channels whereby they could be smoothly 
transferred to the sectors where expansion was con- 
templated. With a credit system basically geared to the 
service of a mercantile economy, and a public sector 
which had no efficacious instruments for tapping re- 
sources, the financing of the Plan was bound to entail 
an aggravation of the economic disequilibria already 
apparent. Lastly, in these introductory comments, atten- 
tion must be drawn to the Plan’s indifference to the 
reform of institutions and instruments. It simply did 
not raise the question. When, in the course of its execu- 
tion, these aspects of the existing system created dif- 
ficulties, solutions were sought in the light of a prag- 
matic rather than an analytical approach to the general 
implications of the innovations introduced. 


1. FACTORS UNDERLYING THE ADOPTION OF THE TARGET 
PLAN 


A broader analysis shows that the Target Plan came 
into being as a result of the conflict between the indus- 
trial sectors and the attempts at a stabilization policy. 
At the risk of repeating some aspects already dealt with 
in the section on the 1954-55 transitional phase, it might 
be as well to emphasize some of the main factors under- 
lying the Plan, as a useful aid to understanding how it 
was implemented. 


As has already been pointed out, Brazil’s economy in 
1956 presented a disturbing picture of disequilibrium. 
The stagnation of the external sector, the new cycle of 
growth in the domestic production of coffee, the presence 
of serious fiscal imbalances and, in fact, the very mag- 
nitude of the disequilibria, would seem to have coun- 
selled prudence in determining the size and scope of the 
economic policy goals proposed by the new administra- 
tion. However, such disequilibria did not prevent the 
formulation of a programme of investment which would 
entail a sharp rise in public sector expenditure and 
postulated a vigorous spurt in industrialization. Despite 
the long-term effect of reducing the pressure of the ex- 
ternal bottleneck, the industrialization process would 
necessarily give rise, during execution of the programmes 
concerned, to increased imports of capital goods and 
industrial inputs, thereby accentuating the pressures on 
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the capacity to import. In short, the Plan not only turned 
its back on a stabilization policy, but, given the lines 
on which it was formulated, probably accentuated the 
disequilibria. 

The choice of development instead of stability prompts 
the question: Why did Brazil follow this path in- 
stead of the policy adopted by other Latin American 
countries faced with a similar state of stagnation? In 
other words, why did it not accept what is usually 
termed International Monetary Fund (IMF) policy? 
There is no doubt that the problem is too complex for 
the question to be answered fully. On a purely abstract 
plane, both subjective and objective factors can be said 
to have determined the choice. 

As a subjective factor, mention has already been made 
of Brazil’s awareness of its economic problem as one of 
industrial development, a view taken both by private 
enterprise and the public sector, and supported by the 
better organized sectors of public opinion, marshalled 
under the banner of nationalism aimed at development. 


Among the objective factors may be mentioned the 
pressures engendered by the lack of complementarity of 
the earlier industrialization process referred to elsewhere 
in the present study. To make this point clear, it should 
be borne in mind that the solution of these problems 
was of vital interest to the entrepreneurial sector. There 
was no conflict between economic policy aims and the 
interests of the most dynamic groups in the entre- 
preneurial sector. Further, the expansionist financing 
programme implicit in the Target Plan, far from affect- 
ing that sector’s interests as a system for the tapping 
of savings by means of taxation or the issue of public 
credit bonds might have done, opened up attractive 
financing possibilities for Brazilian and foreign private 
enterprises. 


Over and above all these supporting elements is the 
fact, peculiar to Brazil, that the earlier development 
process and the salient characteristics of the economy 
made the choice of these goals possible. This point 
deserves to be emphasized. The system followed by Brazil, 
whether because of the degree of industrial diversifica- 
tion achieved or because of the size of its market, in 
absolute terms, had already reached the stage where 
such a choice was feasible, particularly since it was pos- 
sible to rely on support from abroad, a fact of strategic 
importance at this juncture. In other words, as opposed 
to what happened in other Latin American countries, 
Brazil’s economy had a wider radius of action which 
enabled it to evade the dilema of “no development with- 
out stability” and permitted development to exist side by 
side with instability. 

If the question is considered from a more practical 
standpoint, it is possible, by evaluating the individual 
targets, to identify more specific factors in support of the 
Target Plan. 


As regards the first group of targets (energy-trans- 
port), it must be borne in mind that the Target Plan 
was merely an expansion and consolidation of pro- 
grammes initiated in the first half of the fifties. The 
disequilibrium between the structure of private industry 
and the transport and electric energy generating systems 
became apparent late in the industrial expansion process. 
This was due to the nature of the industrial activities 
established during the period, which in the face of the 
relatively inelastic supply of such facilities, were able 


to expand their production at rising costs, but were not 
limited in absolute terms by such a bottleneck. When the 
structural disequilibria became apparent and even criti- 
cal, a redistribution of resources in favour of the public 
sector occurred, beginning with the establishment of 
BNDE and the Fundo de Reaparelhamento Econémico 
in 1952, and continuing with the exchange reform the 
following year. However, it was still necessary to ex- 
pand investment on a disproportionate scale in the trans- 
port-energy system. 

As to the setting up of basic intermediate industries, 
strong grounds persisted for obtaining effective entre- 
preneurial support. The non-selective character of the 
system of incentives for import substitution, which re- 
served a market for what in the eyes of the exchange 
authorities were not particularly essential items, led to 
the formation during those years of an industrial sector 
inflated with the less important categories of goods and 
highly dependent upon raw materials and other im- 
ported inputs. Undoubtedly the earlier establishment of 
a steel-making sector had lessened that dependence, and 
by 1954 efforts were being made to solve the problem of 
liquid fuel supplies by the installation of PETROBRAS, 
while some sectors producing raw materials (cement, 
paper, etc.) had, in general, expanded to fairly reason- 
able proportions. Broadly speaking, however, the growth 
of the intermediate goods industry had lagged behind 
that of the sector producing consumer goods. Conse- 
quently, for want of rational decisions on the use of 
resources, the economy had become even more vulnerable 
as a result of the inflexibility introduced into the 
import schedule. The industrial sector was aware of 
this. Because of the lack of aggressive action by private 
industry in respect of these categories, there emerges an 
industrial entrepreneur State which filled the gap and 
served to lessen the resistance encountered. 

It will be seen, therefore, that in the face of such 
problems the industrial sector of the economy had no 
reason to oppose the adoption of a remedial programme. 
On the contrary, investments were imposed by the dy- 
namics of the economy. In actual fact, the Target Plan 
merely gave final shape to a process whereby, since the 
beginning of the decade, the private sector had gradu- 
ally delegated to the Government the powers and instru- 
ments through which to achieve industrial complemen- 
tarity. Moreover, this system did not directly jeopardize 
the interests of any sector of the economy and, over 
the short-term, a group of enterprises benefited directly 
from the growth of public expenditure (important firms 
of contractors, government suppliers, etc.) and were 
therefore all in favour of the formulation of these aims. 

A second set of objectives was related to the estab- 
lishment of a sector producing capital goods. These 
aims were not so pressing, unlike those mentioned earlier, 
achievement of which was essential to the operation of 
the economy. Naturally, import substitution in respect 
of capital goods, besides its undoubted long-term ad- 
vantages, altered the dynamics of the economy during 
implementation of the Target Plan. But it was not “neces- 
sary” in order to remedy the disequilibrium in the ex- 
ternal sector, since during that period it acted as an 
additional factor exerting pressure on the demand for 
imports, which was only eased by the adoption of an 
extremely liberal policy designed to attract foreign capi- 
tal. However, even though the adoption of these aims 
was not “necessary” in that sense, it was undoubtedly 


spurred by the earlier development process. On the one 
hand, Brazil’s natural desire to establish industries typi- 
cal of the mature economies and the absence of interests 
likely to be affected by competition provided local sup- 
port for the adoption of this policy of incentives. On the 
other hand, the restricted demand for capital goods, 
particularly transport equipment, was conducive to the 
building up of interest, on the part of their former 
exporters, in the domestic production of these goods 
which could no longer be freely imported, a factor which 
indisputably played a part in the formulation of these 
objectives.!® 

While the attainment of the first objectives was vital 
to the economic system and the adoption of the second 
set found support in that very process, the specific aim 
of building a new capital city (Brasilia) was formulated 
at the level of an autonomous government decision. Its 
adoption did not imply any preference on the part of 
private interests, in view of the nature of the material 
and financial resources tied up in the project, which 
would otherwise probably have been used to increase 
the number of dwellings built under the social security 
system. 


The question might now be asked why the Govern- 
ment, in presenting a Plan which entailed so vigorous 
an investment effort and required such radical measures 
for the sectoral and institutional distribution of savings, 
did not at the same time evolve a plan for its financing, 
but preferred to seek a solution in the course of the 
programme’s execution. A complete answer to this ques- 
tion would obviously fall outside the scope of this study. 
Nevertheless, this undoubtedly constituted the line of 
least resistance to the private sector’s approval of the 
Plan. The mere formulation of a financing programme 
might have evoked opposition in that sector, which had 
already made it clear that it was not prepared to accept 
cuts in its expansion programmes, 


It is interesting to note that at the time the Target 
Plan was adopted the economy was clearly passing 
through a phase in which the growth rate was slacken- 
ing,’” and the adoption of the Plan, with its empirical 
and expansionist financing systems, was precisely the 
factor to inject dynamic force into the private sector 
during the ensuing period. This gave rise a posteriori 
to a consonance of interests which the premature for- 
mulation of a financing programme, that would have 
been a drain on the private sector’s resources, might 
have rendered impossible. 


In this respect, it should be remembered that the ac- 
celeration of the growth rate—in other words, the success 
of the Plan—was a factor mitigating such disequilibria, 
dissolving through the Marginal increment in the gross 
domestic product the conflicts which might have im- 
peded continuation of the Plan. Moreover, the infla- 
tionary financing programme implicit in the Plan, far 
from displeasing the entrepreneurial sector, earned its 
warm praises, since, despite the lack of financial institu- 
tions, it could thereby obtain the resources it needed 
to finance its expansion. This was obviously another 
point in favour of the Plan, which was borne out by 


16 For example, this was the principal factor underlying the 
adoption of the motor-vehicle programme (Plano Automobilistico). 
17 The growth rate of the real gross domestic product was 1.9 
per cent, i.e, it was lower than the population growth rate. 
Thus in 1956 the real per capita product dropped by 1.1 per cent. 
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the resulting economic growth. In spite of the rise in 
the real wages of industrial workers, the inflationary 
process enabled private enterprise to tap forced savings 
by means of high profits and easy access to bank credit. 
This was made possible by the increment in the product 
which prevented the intensive inflationary process from 
turning into runaway inflation. 


These considerations relate to the factors supporting 
the Target Plan, which proved decisive even as early as 
1958 when they led to the rejection of the attempt to 
resume the traditional policy of stability advocated by 
IMF.18 These aspects will be dealt with more fully later 
on in this study. 


2. OBJECTIVES AND RESULTS OF THE TARGET PLAN 


A more detailed study of the objectives attained re- 
veals the effort made by the economy in the period 
under consideration, besides illustrating the radical pro- 
cess of structural reform undergone by the economic 
system. Although no reliable data are available on the 
significance of the Target Plan in terms of the invest- 
ment effected under its aegis, the sixth of a series of 
progress reports on the economic rehabilitation pro- 
gramme (VI Exposicao sobre o Programa de Reapa- 
relhamento Econémico) presents estimates in terms of 
percentage shares in the gross domestic product, accord- 
ing to which the incidence of investment immediately 


18 Like its predecessors this policy, embodied in the Programa 
de Estabilizacto Monétaria para o periodo de setembro de 1958 a 
dezembro de 1959, was short-lived and brought about a change in 
the conduct of Brazil’s monetary and financial policy. 


connected with the Plan ranged from 7.6 per cent in 
1957 to 4.1 per cent in 1961. These figures, compared 
with the average rate of fixed investment, which in 
1957-60 was 14.5 per cent of the gross domestic product, 
give some idea of the scope of the Plan. In addition, 
reflecting the type of investment effected, the public 
sector’s contribution to fixed investment rose from 25.6 
per cent in 1953-56 to 37.1 per cent in 1957-60—figures 
which do not fully reveal the role played by the State, 
since in the national accounts government enterprises 
are considered together with private activity.'® 

Although these indicators suggest the scale of the 
effort demanded of the economy, the composition of the 
Plan must be taken into consideration if the depth of 
the qualitative reforms which the country underwent is 
really to be probed. Moreover, it is here that the 
distinguishing features of the Target Plan come to the 
fore, since it probably constitutes Latin America’s most 
comprehensive example of State action directed towards 
the establishment of a vertically-integrated industrial 
structure. Despite the deficiencies of the data presented 
in table 1, the estimate of the composition of invest- 
ment requirements for the Plan clearly reveals the 
predominance of concern for the qualitative reform of 
the economy through the establishment of industries 
manufacturing basic inputs, of the important capital 
goods sector and of the necessary infrastructure in the 
shape of public utilities. 


19 For fuller information, see Anibal Villela, “As empresas do 
governo federal e sua emportancia na economia nacional, 1956- 
60”, Revista Brasileira de Economia, XVI year, No. 1 (March 
1962), pp. 97-113. 


Table 1 


BRAZIL: INVESTMENT REQUIRED FOR THE TARGET PLAN (PLANO bE Metas), 1957-61 


Estimated cost 
of domestically 
produced goods 
and services 
(thousands of 
millions 


of 

Sector cruzeiros) 
Dp Venda 6 cto CROOIRSOGD Sages 110.0 
Transport ..... soevelerorereterere areaeee 75.3 
FOO seritrcye saittarec sie ore hoc cate 4.8 
Basic=inditstriese seines cists = al ceelee 34.6 
Eiducationcrachities catlisis. coe cesieens 12.0 

ToTAL 236.0 


Imported goods and services __ Estimates 
a of total 
Equivalent investment 
in thousands (thousands 
Millions of millions of millions 
0. of of Percentage 
dollars cruzetros cruzeiros) of total 
862.2 44.3 154.3 43.4 
582.6 30.0 105.3 29.6 
130.9 6.7 115 oP 
742.8 38.1 FEAT 20.4 
—_ — 12.0 3.4 
2 318.5 119.1 355.8 100.0 


Source: Banco Nacional do Desenvolvimento Econémico (BNDE), VI Exposicéo sébre o Pro- 


grama de Reaparelhamento Econémico. 


The various objectives pursued can be classified in 
four major groups. The first comprised direct Govern- 
ment investment in the transport system and the genera- 
tion of energy. The second represented the expansion or 
installation of sectors of intermediate production, the 
steel-making target being the most outstandingly im- 
portant. In the third group, the aim was the installa- 
tion of the industries manufacturing capital goods; and 
lastly came the construction of the country’s new capital 
city.”° It is true that this classification does not cover 


20 The resources allocated to this objective are not included 
in table 1. 
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certain targets linked to the marketing and storage of 
agricultural products, nor the expansion of iron ore ex- 
ports and other objectives relating to primary activities; 
nor does it take any account of social investment. How- 
ever, the relative importance of these is so small as to 
warrant merely marginal reference to them in the 
presentation of the Plan. 


(a) Energy 


The main effort seems to have been concentrated on 
the expansion of electric energy generating capacity. The 
failure of investment in this sector to keep pace with the 


rising trend of private investment during the immediate 
post-war period (up to the end of the forties) had 
brought about a critical situation in the early fifties. 
Although this crisis had been rapidly overcome in 
1954-56, thanks to the increase in installed capacity for 
the generation of electric energy, in support of the steady 
expansion of industry,?! provision had to be made for 
the maintenance of an average annual growth rate in 
electric power production of over 10 per cent. To this 
end, the expansion target for installed electric power 


21 The installed capacity of 1,883,000 kW existing in 1950 was 
virtually doubled in the first half of the fifties, reaching 
3,550,000 kW by 1956. 


capacity and the corresponding distribution system was 
set at 5 million kW in 1960, while additional projects 
were to be initiated that would raise capacity by over 
60 per cent by 1965. As can be seen in table 2, these 
objectives were to all intents and purposes fulfilled, no 
power supply shortage having been registered during the 
programme period. In view of the higher product-capital 
ratio of large-scale projects, efforts in the direction of 
constructing new hydro power stations were concentrated 
essentially in big plants. Because of the substantial re- 
sources required, the long maturity periods and the low 
rate of return, State was led to assume a more im- 
portant role as a producer in the energy sector. — 
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With the creation of the State enterprise PETROBRAS 
in 1954, a petroleum policy had been defined which, on 
the one hand, aimed at complete import substitution in 
respect of liquid fuels, through the installation of re- 
fineries, and, on the other hand, envisaged the expan- 
sion of domestic production of petroleum through the 
establishment of a prospecting programme. In this con- 
text, the Target Plan consolidated the policy in question, 
since the proposed targets for the expansion of refining 
capacity and for domestic production of petroleum, by 
the end of 1960, were 308,000 barrels a day, and 
100,000 barrels a day, respectively. The extent to which 
these objectives were attained can also be seen in table 2. 


In addition, the programme for the energy sector con- 
templated a structural reform of the coal industry, which 
was in a critical situation owing to the introduction of 
Diesel engines on the railway network and the resultant 
slump in demand for the lower-grade types of coal, pro- 
duction of which was inevitable. Although the output of 
coal was not increased to 3 million tons by 1960, as had 


been programmed, and in fact there was even a contrac- 
tion in domestic production, during the execution of the 
Target Plan the bases were laid for a change in the 
internal composition of demand for coal, inasmuch as 
the construction of pithead thermoelectric plants was 
begun, 


(b) Transport 


In the transport sector the aim of the Target Plan 
was to step up the process of remodelling the previous 
structure of transport, which was a legacy from the 
country’s primary exporting phase. To this end, it pro- 
vided for the concentration of investment in the re- 
equipment of the railway network, the extension and 
paving of highways and the improvement of port facili- 
ties, as well as the modernization of the merchant marine. 
The figures presented in table 3 indicate the scale of the 
objectives and the incidence of the programme for this 
sector. 


Table 3 


BRAZIL: GROSS INVESTMENT IN TRANSPORT AS A PERCENTAGE OF THE GROSS DOMESTIC PRODUCT 


Maritime 
Vehicles transport Air Total 
ee ort transport —————___- 
Including Excluding facilities (aircraft Including Excluding 
private private and and Private private 

Period Railways Highways cars cars shipping) airports) cars cars 
1950.54 = cock cies «ss 0.82 125 2.00 1.34 0.15 0.13 4.35 3.69 
1957-599 So kako ors: < 1.04 1.74 2.75 1.90 0.19 0.16 5.88 5.03 


Source: APEC, Estudos semestrais, May 1963. Data quoted from a study published by the 


National Planning Commission (Comissao de Planejamento Nacional —COPLAN). 


The railway equipment programme concentrated all] 
the available resources on the improvement of condi- 
tions in the existing system, since the idea of the rail- 
ways as a means of extending the frontiers of agricul- 
ture had been superseded by the concept of approach 
roads. Thus, the aim of the railway plan was to incor- 
porate 440 Diesel-electric engines and 12,000 passenger 
carriages and goods wagons in the rolling-stock inven- 
tory, and to put down 791,000 tons of rails, 6,770 sleepers 
and 15 millions cubic metres of ballast on those sections 
of track where traffic density was highest. Another ob- 
jective was to lay 1,624 kilometres of new track, for 
the inter-connexion of the old railway systems that had 
served as infrastructure to the export economies. In 
point of fact, not even the complete attainment of these 
targets, ambitious though they were, would have re- 
medied the disequilibria in the sector; to do that, heavier 
investment would have been needed, as well as certain 
changes in railway policy. But, owing to financing diff- 
culties, the rail transport objectives were not fulfilled 
in their entirety, especially as regards the purchase of 
coaches and wagons (only 7,052 were bought up to 
1960) and the repair of the permanent way (about 80 per 
cent of the work contemplated was carried out). How- 
ever, thanks to the introduction of Diesel engines and the 
improvement of traffic conditions, the volume of cargo 
transported increased by 21.7 per cent in 1955-60, and 
the number of passengers carried by 19.0 per cent, 
whereas the length of the network was extended by only 
3.2 per cent (see table 4). 


‘ 


Table 4 
Brazit: Ramways, 1952-61 


Length of 
network Freight carried Passengers carried 
Year (kilometres) (tons/kilometres) (passenger/kilometres) 
TO52 Se teleloretlerste 37 019 229 257 279 542 
OSB Seen e aerate 37 032 228 839 298 746 
OS Gereirecncrts 37 190 233 235 319 783 
95D aasevauchotainsis 37 092 258 805 334 851 
LISD nertettae 37 710 319 114 388 212 
LOG earerercieee eis 38 287 315 053 401 543 
TOG UN seis see's 38 185 \ 296 967 441 396 


Source: IBGE, Anudrio Estatistico do Brasil. 


In contrast with the railway sector, in which the 
results obtained fell short of the objectives, the road 
network developed at an astonishing speed in both 
length and quality, especially where federal and state 
highways were concerned. The total length of these latter 
increased by 47.7 per cent, while the paved network 
expanded by 351 per cent in 1955-61. The Plan covered 
only federal highways, establishing as targets, at the 
outset, the building of 10,000 kilometres of new roads, 
the improvement of 3,800 kilometres and the paving of 
3,000 kilometres. In 1957 these objectives were broad-. 
ened to cover the construction of 12,000 kilometres and 
the paving of 5,000 kilometres, while in fact, by the end 
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of 1958, the success of the programme was so notable 
that the paving target was increased by 5,800 kilometres. 

From the data presented in table 5 it can be seen 
that this objective was achieved in full, since between 
1955 and 1961 12,169 kilometres of federal highways 
were built and 7,215 kilometres paved. 


Table 5 


Brazit: LENGTH OF ROAD NETWORK, 1955 anv 1961 


nn ene 
Length as at 31 December (kilometres) 


Specification 1955 1961 
Federal highways .....- 22 250 35 419 
Paved wires stele eaicieieies ete 2 376 9591 
Unpaved ............ 19 874 25 828 
State highways .......-- 54 048 77 293 
iRavedi@esmnccvesetecs 757 4 542 
Unpaved Tie. scierinele 54 291 Cio 
Municipal highways .. 3835 416 386 838 
TOTAL 459 714 499 550 


Source: BNDE, XI Exposigdo sébre o Programa de Reaparel- 
hamento Econémico. 


With respect to maritime transport, the Target Plan 
made provision for investment in increasing the mer- 
chant marine and enlarging and equipping ports and 
harbours. In 1955, the situation of the Brazilian fleet, in 
respect of vessels with over 100 tons dead weight, was 
as follows: coasters, 315 (600,000 tons dead weight) ; 
ocean-going vessels, 20 (150,000 tons dead weight) ; 
tankers, 31 (217,000 tons dead weight) ; and river boats, 
53 (23,000 tons dead weight). The Plan lays emphasis 
on coastal shipping and tankers, envisaging the incor- 
poration of 200,000 and 330,000 tons dead weight, re- 
spectively. As to the ocean-going fleet, which accounted 
for only 11.2 per cent of total import cargo, the Plan 
contemplated the addition of a mere 30,000 tons dead 
weight. However, by virtue of provisions aiming at the 
more efficient utilization of available shipping capacity, 
the share of Brazilian vessels in import cargo rose to 
18.7 per cent in 1959. Success was virtually complete 
with regard to the enlargement of the merchant marine. 
Between 1956 and the end of 1960, the vessels incor- 
porated totalled 550,000 tons dead weight, distributed 
as follows: tankers, 299,000 tons; coasters, 179,000 tons; 
ocean-going vessels, 64,000 tons; and river craft, 8,000 
tons.?? 


These investments were accompanied by a partial re- 
habilitation of port facilities, another notable bottle- 
neck in the national transport system. The stagnation 
and even decline in this sector is clearly shown in table 6. 
The cargo transported in ships sailing under the Brazilian 
flag, which roughly corresponded to coastal traflic, 
dropped from 18,425,000 tons in 1934 to 15,647,000 
tons in 1958. 


The final solution of the port facilities problem is a 
complex matter, involving important administrative ques- 
tions that cannot be settled without reference to diffi- 
culties connected with the merchant marine and not 


22Data from Conselho do Desenvolvimento, Relatério do 
Periodo de 1956-60. 
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touched upon by the Target Plan, which was concerned 
only with the more strictly physical aspect of the prob- 
lem, and envisaged an increase in the wharfages at 
various ports, acquisition of loading and unloading 
equipment, dredging in 23 harbours and purchase of 
dredging apparatus. From this point of view, the pro- 
gramme was successful, especially with regard to re- 
equipment and to the purchase of dredging apparatus, 
according to the report issued by the Conselho do De- 
senvolvimento. In terms of port traffic, however, the 
situation is still unsatisfactory, as can be seen in table 6. 


Table 6 


BrAZIL:® SHIPPING ENTRANCE REGISTERED TONNAGE, 1934-61 
(Thousands of tons) 


Domestic Foreign 

Year shipping shipping Total 

IEE So ncuocacbod0cuuK 18 425 29 106 47 531 
LOSS Wejerare sted sraiaatohiaterete 18 592 27 275 45 867 
LOST Masser ne tree cketorsteters 20 876 29 164 50 040 
OSG Wears efelereraivic crciotersiere 21 001 30 258 51 259 
LAB ecacevatareseve avexe-snorepetereis 18 374 26 058 44 432 
LOAG - aisianavetendlveototeter craters 17 281 27 923 45 204 
T952> Sieaessicite sere eee 18 025 32 594 50 619 
UG SA Pee aia icteve tetera: teratove aiese 16 728 36 689 53 417 
LODO cis ereselerone oie ite 14 974 35 863 50 837 
N95 1 5 erenelreseretexcretayeseie eee 16 928 38 308 55 236 
O58 Sin, stencravecclclers tees oa 15 647 40 958 56 605 
TOGO siete atein sae eh aes —_— — 59 294 
L9G I Sersitcsavaverwrareravesaveverer eters oe — 60 985 


a 
Source: IBGE, Anudrio Estatistico do Brazil. 


2 Up to 1958, the following ports are included: Santos, Rio de 
Janeiro, Salvador, Recife and Rio Grande. From 1959 onwards all 
ports are included. 


In the air transport sector no very serious problems 
have ever arisen, as it has always managed to keep pace 
with requirements. The objectives established comprised 
the renewal of the aircraft inventory, the expansion of 
proper aviation infrastructure and the establishment of 
an aircraft industry. Only in this last connexion was the 
programme unsuccessful, the industry in question being 
still in an embryo stage. The evolution of the sector 
can be traced in table 7. 


Table 7 


BraziL: Civit aviation, 1951-60 
ee 


Number of 

Pasesngers 
; carried 

Decne “re (millions of 

Year kilom sires) iiionet, ay 
195 Liartteers Sis seats Ce Stasis cee . 96.1 1 492 
1952 ae thea eivatew wee 96.6 1505 
1953S 46 eRe Se Pyare anes 104.2 1692 
We ae ra ge TORE: Gate Sick te 112.9 1814 
LOSS ra weather eee eae ‘ 121.0 1899 
1959) : Ae Paha WES Rates 134.0 2 870 
1960 a. vests SEdek. Obs eee, 145.8 3 529 


Sources IBGE, Anudrio Estatistico do Brasil. 


(c) Intermediate industries 


The second group of objectives, relating to the sector 
manufacturing intermediate products, covered both the 
expansion of activities already existing in the country 
and the installation of new and important segments to 
complete the industrial inventory, Among the former, 
the most noteworthy are steel making and in a lesser 
degree, the cement industry. 


In the field of steel making, a significant step had 
already been taken with the construction of the Volta 
Redonda mill by the Federal Government. In 1955, the 
industry’s production capacity amounted to 1.2 mil- 
lion tons of steel ingots, and supplied approximately 
80 per cent of the domestic market. Under the Plan, 
it was to be expanded to 2.3 million tons by 1960, and 
projects were to be embarked upon which would enable 
an output of 3.5 million tons to be reached by 1965. The 
aim was not to achieve self-sufficiency exactly, but to 
guarantee a sufficient supply for the needs of economic 
growth to be met without undue pressure on the balance 
of payments. Indeed, the volume of imports actually 
increased a little, in absolute terms, in the course of 
the period, as can be seen in table 8. This table also 
shows the complete success of the programme, not only 
with regard to the production of ingots, but also in 
respect of rolled products, where the objective was to 
double the 1955 output by 1960. 


Table 8 


Brazit: STEEL MAKING, 1956-61 
(Thousands of tons) 


Steel ingots Rolled products 


Domestic Domestic 
Year production imports production Imports 
1S ee or 1365 339 1074 242 
SUSE” ARE Beebe 1470 509 1130 383 
PO Staie occas nes Siaya.s.s 5% 1659 279 1304 205 
ID ita aiatelnie eine el israie 1866 651 1492 499 
ROO reasrstelcya.cerar terete Z2A9 558 1707 434 
POG eet on oes foes 2 485 433 1928 331 


Source: BNDE, XI Exposigdo sébre o Programa de Reaperel- 
hamento Econémico. 


The cement industry in Brazil, like steel making, 
reached maturity as from the time of the Second World 
War, although its installation dates back to the begin- 
ning of the present century. In 1955, domestic produc- 
tion of ordinary Portland cement already amounted to 
2.7 million tons, which corresponded to roughly 90 per 
cent of apparent consumption. 


The Target Plan envisaged the expansion of produc- 
tion capacity to 5 million tons by 1960, with the aim 
of not only keeping pace with the growth of demand but 
also ensuring complete independence of external sources 
of supply. This objective was fully attained, as can be 
seen from the constant production and import data given 
in table 9. 

The other input-producing sectors covered by the 
Plan were the non-ferrous metal, alkali, pulp and news- 
print, rubber and fertilizer industries. 


Table 9 


BRAZIL: ORDINARY PORTLAND CEMENT, 1951-62 


(Thousands of tons) 
a se A gee Re ite, 


Domestic 

Year production Imports 
ERO MEME UN GRAS Cree civ «Seite No ss eed in 1441 394 
LOD Dane teGens eerie Stak alae de CR Ree 1614 638 
ODD Mearevoreeitatan, settee lave Rates aS 2 041 812 
LOOSE Marae arenas nee rng monic aoe 2 418 982 
LOS OMe ntacmtare eee sinoe a hoe hee ee 2 734 332 
LODO Mertrovtieteretsas.s ewe ae a note cute eee ste 3 278 242 
LOD are einer ctartans was aodte son hc aes 3 376 31 
OSG Mercian deosteinee cess anisihe aioe 3 769 9 
LOS OBS Uses iitiryde tira ttcieaa te ee 3 798 0 
LD GO s arareysiasspeut s oyeisioncetare. /Rieroee « aiorerti oe 4 418 29 
VOG Tereretsacerateysea, ene elaine vials heard ene 4.678 0 
LOG A Mira tenieer ne cee aac eee eae 5 039 


Source: For production, Sindicato da Industria de Cimento; 
for foreign trade (imports), Ministério de Fazenda, Servigo de 
Kstatistica Econémica e Financeira (SEEF) (Ministry of Finance, 
Economic and Financial Statistical Service): data quoted by 
ECLA in “The growth and decline of import substitution in 
Brazil”, loc. cit. 


As regards non-ferrous metals, the chief problem 
stemmed from the lack of information on Brazil’s sub- 
soil, only a few veins worth commercial exploitation 
having been identified. It was thus impossible to dis- 
pense with foreign trade, except in the case of tin, 
imports of which accounted for less than 15 per cent 
of the internal supply in 1961. However, the -discovery 
of large deposits of lead, as well as new processes for 
obtaining zinc and nickel on the basis of ores that were 
plentiful in Brazil, gave a new impetus to production 
of these metals. Nevertheless, the strong element of un- 
certainty that still characterizes such prospecting pre- 
cluded quantification of objectives. Accordingly, except 
in the case of aluminium, where the target was an output 
of 18,000 tons annually by 1960, the postulate was 
merely “expansion of production”. 


A glance at table 10 will enable the progress of the 
programme to be evaluated, satisfactory results being 
observable for aluminium, lead and tin. It should be 
stressed, however, that some projects with respect to 
zinc and nickel have been launched and are under way, 
so that prospects for 1961-65 are brighter. Only for 
copper is no medium-term solution yet in sight, other 
than recourse to foreign trade. 


With respect to alkalis, the target was to complete 
the installation of the Companhia Nacional de Alcalis, 
a government enterprise with a production capacity of 
140,000 tons. This was really a great stride forward, as 
in 1955 installed capacity in that sector had been only 
35,000 tons. The progress of the work was held up, 
however, so that only in 1960 was the enterprise able 
to enter operation; by 1961, its production capacity 
was already 200 tons daily in the case of barilla (soda 
ash) and 247 tons a day in that of caustic soda, ap- 
parent consumption of these two products amounting to 
246 and 460 tons a day, respectively.?8 


23 Estimates presented in the Relatério of the Conselho do 
Desenvolvimento. 
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Table 10 


Braz: DOMESTIC PRODUCTION OF NON-FERROUS METALS, 1953-61 
(Tons) 
SSS SSS SSeS ea 


Year Aluminium Lead 
LOSS Seeeiile ete eietelarctetcioastetesre 

VO54 eters sierericteleletersisiereeistale 

IVES. GagagasboOdcddcdou006d 1 664 4027 
IWEGS —sooucuuuunGocaCadanr 6 278 4 543 
ISA SacdoucuA becoDoOuDOoC 8 837 7 046 
WEST) seg citi cocudaowoduLDe 9195 4 635 
NESE oooh bousEcoouOU dT 15 187 5 526 
IAS GadavododososoauoGed 16 573 9 976 
NLS Re ssnidowcoceddnnouod 18 467 12 527 


Copper Tin Nickel Zine 

399 1 203 39 ~~ 
1 349 1568 59 —- 
1 960 1 423 68 —_ 
1500 1527 72 — 
1800 1530 89 -- 
1212 2 330 95 — 
1 659 95 — 


Sources: IBGE, Anudrio Estatistico do Brasil; Conselho do Desenvolvimento, Relatdrio do 


periodo 1956-60. 


As regards the pulp and paper target, newsprint 
presented the chief difficulty, largely owing to the ex- 
cessive facilities granted to the imported product. Thus, 
only in 1957, with the passing of the new Tariff Act, 
were better conditions established, such as a subsidy to 
the domestic producer; but even so, they were insufh- 
cient to ensure successful implementation of the pro- 
gramme, which postulated an output of 130,000 tons by 
1960. Real production in that year, however, amounted 
only to 60,000 tons, or less than 50 per cent of the 
volume projected.”* 


In respect of pulp, the programme was relatively 
successful. The objective was to produce 260,000 tons in 
1960, in which year the actual output was 210,300 tons, 
while in 1962 it rose to 298,300 tons, and satisfied ap- 
proximately 87.3 per cent of apparent consumption.”5 


24 Conselho do Desenvolvimento, Relatério do Periodo 1956-60. 
25IBGE, Anudrio Estatistico do Brasil. 


The basic objective of the rubber programme (which 
aimed at an output of 65,000 tons in 1960) was the 
installation, by 1961, of a synthetic rubber factory 
with an annual capacity of 40,000 tons. This would seem 
to be the best way of solving the supply problem in 
respect of the input in question, since production of 
natural rubber has long been sluggish, with no prospect 
whatever of expansion over the medium term. In fact, 
output dropped from approximately 30,000 ton in the 
three-year period 1952-54 to under 23,000 tons in 
1958-60. 

The synthetic rubber factory was in the hands of 
PETROBRAS, which installed the plant near one of its 
refineries, with the capacity programmed and within the 
time limit set. It should also be pointed out that in 
1959 a mixed company was established, under the con- 
trol of the Government of Pernambuco to build and 
operate a synthetic rubber factory with an initial ca- 
pacity of 20,000 tons. The assembly of the plant is 


Table 11 


Brazit: APPARENT CONSUMPTION OF FERTILIZERS, 1950-61 


(Thousands of tons of nutrient content) 


Nitrogenous fertilizers 


Year Production Imports Total 
1950 Seersteletsesisicils © 0.75 13.44 14.19 
RET Estas sancoaee 0.76 17.80 18.56 
LOS Zeer terameloretete fs 0.83 9.76 10.61 
IRE Gerided SOgGOC 0.93 19.65 20.58 
1954 22.2006 FOE 1.27 16.49 17.76 
LOS Bisrers\olbre are clones’ 1.22 21.79 22.96 
1956 sejacviets oe 1.39 28.85 30.24 
NOB T ts Petite dels os 1.19 27.36 28.56 
UE Sag opuboD 2.58 38.81 41.40 
NOS9 Ge wgieicten vss -- 10.68 34.11 44.78 
el) See apagoude 17.73 51.04 66.76 
LOG Se sae news 12.02 43.04 56.06 


Potassium 
Phosphates (P05) (K20) 

Production Imports Total Imports 
6.0 44.84 50.84 23.52 
6.45 67.12 73.57 28.71 
8.44 38.48 46.92 15.35 
8.53 56.28 64.81 31.23 
12.08 65.31 771.39 28.35 
23.84 64.73 88.57 49.52 
23.55 70.01 93.56 41.63 
41.38 77.31 118.70 60.19 
53.48 89.87 143.35 65.08 
68.49 59.52 124.00 57.43 
77.43 54.16 - 131.60 106.15 
69.77 49.00 118.77 70.73 


an Fr aie EE rai Rs RE eae SE ROE DRE POET 
Sources: Carteira de Comercio Exterior (CACEX), Conselho do Desenvolvimento, BNDE, 


Departamento Nacional da Producao Mineral (DNPM), 


Servigo de Estatistica Econémica e 


Financeira (SEEF), Sindicato de Indistrias de Automoveis e Caminhdes do Estado de Séo Paulo 


(SIACESP), PETROBAS and Companhia Siderurgica Nacional 
cages Fundagao Getilio Vargas, Conjuntura Econémica). 
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(CSN) (see Servigo de Publi- 


well under way. At the same time, projects for the 
rational cultivation of rubber trees were put into execu- 
tion, with a view to a long-term solution for the problem 
of obtaining natural rubber. 


For nitrogenous and phosphatic chemical fertilizers, 
the target established was an output of 120,000 tons in 
1960. This unquestionably represented a significant ad- 
vance, as in 1955 the contribution of domestic produc- 
tion had accounted for only 5 per cent and 12 per cent, 
respectively, of apparent consumption of nitrogenous and 
phosphatic fertilizers, whereas by 1960 the corresponding 
proportions had risen to 23 per cent and 58 per cent, 
respectively (see table 11). These results must not be 
over-estimated, however, as the low level of consumption 
of fertilizers in Brazilian agriculture is well-known. 


(d) Capital goods industries 


The group of targets relating to the production of 
capital goods embraces the motor-vehicle,2* shipbuilding, 
metal-transforming and heavy electrical industries. 

The decision to establish a motor-vehicle industry in 
Brazil was partly the result of earlier decisions which 
gave rise to the change mentioned previously in the 
structure of the transport system, whereby the share of 
road transport in the total cargo carried went up from 
25 per cent in 1948 to 48 per cent in 1953.77 

The fact that the target for the motor-vehicle industry 
was conducive to increasing the domestic content of 
vehicles constituted one of the major incentives to ex- 
pansion of the metal-transforming industry. The motor- 
vehicle industry is known to have had a stimulating 
effect on other sectors because of the complex nature 
of its manufacturing process. 

As an example may be cited the motor-vehicle parts 
industry which increased from 700 factories in 1955 to 
1,200 in 1960. Investment in this sector, which up to 
1956 was estimated at about $117.1 million, amounted 
to 8,100 million cruzeiros and $161.1 million in the 
1955-60 period alone. 

It would have been difficult to increase the inventory 
of lorries under the conditions imposed by the external 
bottleneck if this industry had not been established in 
Brazil. There is no doubt that, despite any reservations 
regarding the way in which it was set up, the establish- 
ment of a motor-vehicle industry was one of the most 
important points of the Target Plan. 

Up to 1955 activities in this sector were confined to 
the production, by the Fabrica Nacional de Motores, of 
approximately 2,500 lorries a year, with a domestic 
content coefficient of 54 per cent in terms of weight, and 
to the assembly of vehicles and the manufacture of 
parts. As indicated above, the target in respect of motor 
vehicles was two-fold, It concerned both production goals 
and domestic content coefficients. As regards production, 
it contemplated the manufacture in 1957-60 of 347,000 
vehicles, as broken down in table 12. As to domestic 
content, the aim was to achieve by 1960 import substitu- 
tion in respect of approximately 90 per cent of the 
vehicle parts in terms of weight. The investment en- 


26 This industry is included in the sector producing capital 
goods because tenes accounted for a high proportion of produc- 
tion during the period under review. sat ts 

27 ECLA, La creacién de la industria automovilistica_brasilena 
analizadla como un caso de programacién sectorial (ST/ECLA/ 


CONF.11/L.31). 


visaged, calculated on the basis of projects approved 
by the Grupo Executivo da Indastria Automobilistica 
(GEIA), amounted to 17,300 million cruzeiros and 
$332.4 million. The target was practically wholly attained, 
both in respect of production and domestic content coef- 
ficients, as can be seen from table 12. 


Table 12 
BraziL: Motor-vVEHICLE INDUSTRY 


A. Targets and actual output, 1957-60 


(Thousands of units) 
ce ee ere ae ea eee 


Type of vehicle Target sante 
MOLLessand e buses sere rte: 170.8 154.7 
JCODSiA re shel theec sic one tae neon: 66.3 61.3 
tility etrucksmetesee mein weer cee 52.6 53.2 
Privatemcars ttc ent c ee eee 58.0 52.0 

TOTAL 347.7 oaiee 


B. Domestic content coefficients, in terms of weight 


(Percentages) 
ee pee ese 
Privatencarsvencasaajctai cts cece es 95 89.3 
Lights lorries icteric 
iMedium@lorriesee.. serente ote ee 90 93.0 
Eleavy MlOrries Mave ete secs seen tee 
Busesiies crore enero otatsversieters-siartverecslom mica 86.4 
Uitilityetrucks weep icesteleisite aterererctas 90 94.3 
JOCDSe jt connate. Mest a ee 95 90.9 


Source: Conselho do Desenvolvimento, Relatério do periodo 
1956-1960; IBGE, Anudrio Estatistico do Brasil, 1962. 


It should be pointed out, moreover, that in 1960 
GEIA approved projects for the manufacture of trac- 
tors, mainly of the light and medium types, with a 
programmed output of 31,000 units in the first two 
years of the industry’s operation, that is, from 1960 
onwards. It further established the initial domestic con- 
tent coefficient of 70 per cent, in terms of weight, which 
was to reach 95 per cent in 1962. As can be seen in 
table 13, the results obtained fell far short of the target. 


Table 13 
BRAZIL: PRODUCTION OF TRACTORS, 1960-62 
(Units) 
Year Light Medium Heavy Total 
19609) So. ss Doeties ah iff — 37 
1901 ecm. ae eile 25 1573 80 1678 
1962.25" aces Geta LOoe 4779 823 7586 


Source: IBGE, Anudrio Estatistico do Brasil, 1963. 
a Production was initiated in December. 


A similar target to that of the motor-vehicle industry, 
although on a more modest scale within the context 
of the Plan, was established for shipbuilding; it was 
more modest to the extent that greater emphasis was 
placed on the road transport programme than on mari- 
time and inland waterway transport; and similar, in 
that it also gave dynamic impetus to the other industrial 
sectors, even though no domestic content coefficients 
were programmed. Up to 1957 the whole industry was 
confined to a few shipyards capable only of producing 
small vessels and of making minor repairs. 


The target envisaged was the establishment of two 
shipyards for the production of large vessels, and the 
re-equipping of fourteen others already in existence 
with a view to providing the country with a total nominal 
capacity of 130,000 tons annually, which was later in- 
creased to 160,000. It also contemplated the construc- 
tion of three dry-docks for ships of up to 35,000, 10,000 
and 5,000 tons respectively. The cost of this programme 
was estimated at 806 million cruzeiros and $8.6 million. 
Up to 1960 the Group Executivo da Industria de Cons- 
trucao Naval, later known as the Conselho Coordenador 
da Indtstria de Construgao Naval, had approved 12 
projects, two of them for the installation of large ship- 
yards with an annual capacity of 60,000 tons and 40,000 
tons respectively. The projects approved up to 1960 
totalled a nominal capacity of 158,000 tons annually, 
excluding one for the production of dredges and one 
for ship repairs. 


Several orders have already been placed with the 
incipient industry, and by 1960 a 1,550 ton ship was 
launched. The domestic content, in terms of value, at- 
tained by the three main shipyards in 1963, excluding 
the engine, propellor, propellor-shaft, ball-bearings and 
gears, was over 50 per cent, and in many cases more 
than 90 per cent. 


The final objective in regard to the production of 
capital goods was the establishment of the metal-trans- 
forming and heavy electrical equipment industries. Up 
to 1955, nothing existed on those lines except for the 
production of electrical household appliances, light equip- 
ment, small generators, motors and other small machines 
and appliances. This state of affairs would obviously 
have to alter as a result of electrification programmes, 
the establishment of a domestic motor-vehicle industry, 
etc., and, in short, of a policy aimed at the vertical 
integration of Brazil’s industry. 


Thus the Target Plan provided for the installation 
and expansion of the heavy metal-transforming, heavy 
electrical, and machine-tool industries, without however 
quantifying their objectives. According to the Conselho 
do Desenvolvimento,?* in 1955-60 the production of 
machinery and equipment in general increased by over 
100 per cent, and that of heavy electrical equipment by 
more than 200 per cent, with this sector producing a 
great many capital goods that were formerly imported. 
Estimates presented in the three-year plan (Plano Trie- 
nal) show that the efforts made had already reduced the 
import content of the over-all supply of capital goods 
to approximately one-third by the end of the decade.?® 


28 Relatério do periodo 1956-60. 

29 This proportion was calculated on the basis of the value in 
cruzeiros of capital goods in 1958. The figure shows the domestic 
component as higher than it really was owing to the heavy im- 
port subsidies granted at the time. 
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The main obstacle to the establishment of this sector 
in a developing economy such as Brazil’s is the size 
of the market, since the technological problem has been 
overcome fairly easily. The tendency has therefore been 
to establish industries for the production of machinery 
and equipment that are in fairly widespread use—e.g., 
generators, electric motors, furnaces, etc.—and_ to place 
less emphasis on the manufacture of the more specialized 


types. 

It is difficult to quantify the installed capacity of this 
type of industry because of its highly flexible produc- 
tion lines. In this respect, achievements during the period 
covered by the Plan can be assessed only approximately 
on the basis of the production potential existing in 1961 
and in the light of the fact that in 1955, with the excep- 
tion of machine-tools, the sector was at an incipient 
stage of development. Tables 14, 15, 16, 17 and 18 con- 
tain certain illustrative data on equipment for petroleum 
refining, electric power generation, cement production, 
and pulp and paper production, and on the machine- 
tool industry, based on research undertaken by ECLA.°° 


Table 14 


BRAZIL: EQUIPMENT FOR PETROLEUM REFINING AND THE 
PETROCHEMICAL INDUSTRIES, 1961-70 


Average annual Production 
requirements capacity 

Equipment in 1961-70 in 1961 
Storage) tanks Wars ecenh cele 55 600 tons 45 000 tons/year 
Pressure vessels—cyclones; 

large-diameter tubes; ex- 

pansion joints .......... 7178 tons 7 000 tons/year 
Heat exchangers; surface 

condensers wets iever error 100 700 m2 35 300 m2/year 
Steam  generators—direct- 

fired furnaces (upright) 31 600 m2 41 000 m2/year 
Metal structures—direct- 

fired furnaces (horizontal) 11 410 tons 53 500 tons/year 


SS 


SOURCE: The manufacture of industrial machinery and equip- 
ment in Latin America. I. Basic equipment in Brazil, op. cit., 
tables 9 and 11. : 


Table 15 


BrAziL: EQUIPMENT FOR ELECTRIC POWER GENERATION, ON THE 
BASIS OF EXPANSION PLANS,2 1961-71 


(Tons) 
a 
, Probable eae 
Equipment demand output 
urbinesiinedetiraeeinua ae TORT 48 860 42 700 
Generators ....... Kisses ae he wanes 65 310 68 500 
Step-up transformers ..... retuttesce 15 798 23 770 


ES 


ae The Blah As Zi industrial machinery and equip- 
ment in Latin America. I. Basic equipment i L i 
tables 23, 25 and 27. Matin oe Sian ego 


Estimated based on expansion plans. 


30 The manufacture of industrial machiner i i 
Q : d y and equipment in 
Latin America. I, Basic equipment in Brazil and II. The thine: 


tools industry in Brazil (United : Gears : 
631L.C2 and eaGay.. nited Nations Publications, Sales Nos.: 


Table 16 


BraziL: EQuipMENT FOR THE PRODUCTION OF CEMENT, 
1962 anv 1970 


(Tons) 
= reese —E eee 
Probable Production 
Year demand capacity 
NOG ARR lea siveris's cline cn ck 12 970 11 400 
HOO Mier oaente aie cciais Seas CYMA 29 100 11 400 


eee 


SOURCE: The manufacture of industrial machinery and equip- 
ment in Latin America. I. Basic equipment in Brazil, op. cit., 
tables 23, 25 and 27. 


Table 17 
Brazit: EQUIPMENT FOR THE PRODUCTION OF PULP AND PAPER® 
(Tons) 
A i ee 
Period Demand a 
ISG LGB ai iamy tienes rs el oe ne 18 500 20 500 
UIOG=1 Oe serarresaen Wee aos cares 31 700 20 500 
Toran 50 200 41 000 


a a a 
SOURCE: The manufacture of industrial machinery and equip- 
ment in Latin America. I. Basic equipment in Brazil, op. cit., 


table 50. 
" Covers only specialized equipment used in this industry. 


Table 18 
BRAZIL: PRODUCTION AND IMPORTS OF MACHINE-TOOLS, 1955 AND 1961 
(Tons) 
er cae ee ee ee ee 
Production Imports 
Type 1955 1961 1955 1961 
Lathes Biaamse oyave ave ci ote: ciGps, wtele felovateronslorere sistance 2 681.9 5 265.0 1 665.8 2911.5 
Millinesmachines sucne. cee eae cote Te. 42.2 289.8 585.2 2 288.6 
Drills ommachiness cask wclee te hanes 164.9 794.9 495.2 2 696.8 
Shapersand. planerss sess. sciceis.«.s cee «os 498.4. 1 369.4 196.7 756.1 
threading machines! tsa ce te cee does ae 3.6 35.0 63.2 182.0 
Cutting machines. (saws)is ace occ rete coe: 19.5 342.4 87.8 174.9 
Grindingaamachines meres. cee ect 3.0 57.1 632.8 2 042.0 
Tool-grinding machines ...............0. — 69.3 
PPESSESN Sto apesinee oh oe Soe eee os Ores 3 890.0 
Preumatic yHAMMETSH cas eee oslo eee oer 24.8 
Machines forgshect tic. sie te teense oe 1071.2 


Source: The manufacture of industrial machinery and equipment in Latin America. I. Basic 


equipment in Brazil, op. cit., tables 41 and 35. 


(e) Brasilia 


One of the most important points included in the 
Target Plan was the construction of a new capital city 
in the interior, not because it was an urgent undertaking, 
but because of the magnitude of the resources involved 
and the political impetus it provided. None the less, the 
economic aspects of the project were by no means insig- 
nificant from the standpoint of what it represented in 
the way of expanding the scope of the economic system. 
This was due primarily to the building of a road net- 
work which opened up large expanses of the national 
territory, as can be seen from the following data taken 
from the December 1962 issue of the Conjuntura Eco- 


nomica: 
Length of road 
(km) 


Belo. Horizonte-Brasilia  .........00scecces eden 700 
SH AMISC VAST See re wore ea a ete say al ateral stalerore stoners 200 
Bel rie DraStiiae bntes aiciis.cle crore Seren ee widteretarsiots nares 2,000 
Mortaleza Brasilia ly ecis cele gs fetcie cvs sisveleeqeteiers o slale 1,500 
Avera straciliauee. ce aisieie eicl- srete orn Sole ngaiv eiterelotreniele 2,500 


It is difficult to calculate the amount invested in the 
construction of Brasilia for want of official figures. 
Those available, at current prices, were estimated by 
the Getulio Vargas Foundation for the period between 
1957 and mid-1962, as follows: 


Millions of cruzeiros 


Public sector (2. dees. s csc ce secs cess eccccces 139,000 
Private sector .....2.secescccecceenseccccees 10,000 
TorTaL 149,000 


At 1961 prices, this expenditure was calculated to be 
between 250,000 and 300,000 million cruzeiros, which 
means that Brasilia mobilized 2-3 per cent of the gross 
domestic product for that period. 

How far this goal was successfully attained can be 
judged from the following data at 30 September 1961 
contained in the 1962 Message to Congress: 


Estimated number of inhabitants.................. 200,000 
Number of stone and concrete buildings........... 5,144 
Number of buildings in process of construction..... 144 
Installedspowerte(laW )iRractetienctnis smicereieinn» sicker aisiets 16,200 
Paved -roadst) (din) eptiis citer aie «stelle eieraterstote sreeieyere cote 111 
Number of telephones installed................... 5,750 


(f) Other targets 


Other lesser objectives also merit attention. 


Food targets did not, as might at first sight appear, 
take shape as an agricultural programme. No direct ef- 
forts were made to expand agricultural production, ex- 
cept in the case of wheat where, incidentally, they failed 
completely: production declined from 871,000 tons in 
1955 to 370,000 in 1960, as against the output of 
1,500,000 tons envisaged for that year. 

It was sought to solve the problem through the ex- 
pansion of marketing services and the manufacture of 
tractors and fertilizers—as already dealt with in other 
parts of this study. The only direct approach adopted 
vis-a-vis the structure of agricultural production was 
through a modest mechanization target, which resulted 
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in an increase in the number of tractors in use from 
45,000 in 1955 to 77,362 in 1960, still an insignificant 
figure in relation to Brazil’s total agricultural area. The 
question of meat supplies was dealt with only by a 
modest target for processing plants which, moreover, was 
not fully attained, as indicated in table 19. 


It can be seen, therefore, that the daily slaughtering 
capacity increased from 15,300 head in 1955 to only 
18,200 head over a period of five years. Nor were the 
marketing targets fully complied with, the failure to 
meet the goal in respect of cold storage plants being 
particularly notable, as shown in table 20. 


Table 19 


BraziL: INDUSTRIAL SLAUGHTERHOUSES, 1956-60 


ST 
Daily slaughtering capacity 


Programmed Attained 

(OEE TES stisgde cdma an Gao ne earn Ia 2 750 2 200 
P95 Wits crave: lela) (6.6.0. 0ravereaveve (oretesexeveversrersis 1100 700 
TOTAL 3 850 2 900 


Source: Conselho do Desenvolvimento, Relatério do periodo 
1956-60. 
Table 20 


Brazit: IMPLEMENTATION OF MARKETING PROGRAMME, 1956-60 
(Thousands of tons) 


Capacity 
Actual 
Increase increase 
envisaged obtained 
Storage facilities and silos....... 800 000 569 233 
Cold storage facilities........... 45 000 8014 


Source: Same as table 19. 


The target for increased iron ore exports was set at 
8 million tons in the light of the possibilities of absorp- 
tion by the world market. Exports in 1955 amounted to 
only 2,565,000 tons, valued at $30 million. 


Investment was mainly concentrated in transport and 
shipping systems under the direct responsibility of the 
public sector, as in the case of most of the production 
activities (75 per cent of the expansion envisaged was 
the responsibility of State-owned enterprises). Up to 
65 per cent of the target was met, 5,240,000 tons being 

exported in 1960, or, in terms of value, $53.6 million.*4 


3. CHARACTERISTICS OF ECONOMIC POLICY IN THE PERIOD 
UNDER REVIEW 


The problems of furnishing the Target Plan with the 
necessary instruments for its execution will be dealt 
with in due course in a specific section. In the meantime, 
the matter in hand is to trace the main characteristics 
of economic policy in the period under review; and in 
particular, to see how it was possible to distribute the 


81 SEEF, Ministry of Finance, Estatistica do Comércio Exterior 
do Brasil. 
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considerable portion of real resources involved in the 
attainment of the objectives established in the Plan and 
to tap the nominal resources required for financing it. 


In this context, the economic policy underlying the 
Target Plan may be broken down into four basic parts. 
The first consisted in the extremely favourable treatment 
accorded to foreign capital inflows. With this backing, 
it was possible to obtain, mainly through the inflow of 
loan capital, the external resources required for the 
Plan. The second was based on the expansion of the 
public sector’s direct participation in domestic capital 
formation: an expansion supported not only by re- 
course to the traditional sources of public funds, but 
also, in the main, by a characteristically inflationary 
type of financing, chiefly to cover substantial extra- 
budgetary deficits, for which the Banco do Brasil, carried 
the direct responsibility. In the effort to channel private 
resources towards the areas considered to be of key 
importance under the Plan lay the third major aspect 
of economic policy in the period. The incentives not 
only made priority investments possible, but also re- 
duced their cost; although one consequence was the 
private appropriation of a considerable proportion of the 
surplus built up during the period, another was the 
exertion of a positive influence on the channelling of 
private allocations in conformity with the objectives of 
the Plan. Finally, the fourth important feature of the 
economic policy under discussion was to be found in 
its approach to the problem of stability. By allowing a 
high rate of inflation—averaging about 20 per cent per 
annum—which, as has already been pointed out, was 
largely the result of the financing of public expenditure, 
the Plan provided private enterprise with a mechanism 
for tapping the enforced savings of the community 
which was valuable for its expansion projects. It was 
essential, however, that as the inflationary process 
evolved it should not take an exponential form which 
would render it useless from the standpoint of collec- 
tion of resources. Thus, anti-inflationary policy over- 
looked the rapidity of the existing rate of inflation, but 
resorted to every expedient that, without removing the 
root causes of the rising price trend—which would have 
curtailed the possibilities of full implementation of the 
Plan—might serve to keep the rate in question within 
operational limits. By means of innumerable devices 
which will be described below, a successful attempt was 
made, in the second half of the fifties, to compromise 
with the inflationary process by reducing the more super- 
ficial tensions to a minimum, and so postponing the 
date of its acceleration. This promoted what has rightly 
been described as the race between the Target Plan and 
the inflationary process. 


The triumph of the Plan in this day-to-day contest 
with inflation, which served its immediate ends and 
yet hung over its future like the sword of Damocles, 
was partly attributable, as has already been shown, to 
the high rate of growth attained. By allowing the real 
wages of the population with political power to in- 
crease, it prevented the second half of the fifties from 
witnessing a recurrence of the relative defeat suffered 
in 1952, when an abrupt and substantial upswing in 
wages had added fuel to the flames of inflation, after 
a three-year period in which wage controls had whittled 
away the real income of the lower strata of the urban 


population and had, in this respect, curbed the upward 
movement of prices. 


(a) Foreign capital policy 


Before proceeding to a brief review of the measures 
relating to the inflow of foreign capital, it is as well 
to refer to the state of foreign trade in the second half 
of the fifties. Exports, which had grown substantially 
during the first five years by virtue of the rise in the 
price of coffee, reaching an average of $1,566 million 
in 1951-54, followed a downward trend from 1955 on- 
wards which showed no signs of being arrested.3? More- 
over, the commitments undertaken earlier demanded an 
additional effort to cover them,3* which tended to ag- 
gravate the balance-of-payments situation. 


It is therefore understandable that recourse was had 
to heavy external borrowing in the Target Plan period, 
as a means to obtaining some $350 million annually for 
investment in the priority sectors covered by the pro- 
gramme. 

From 1953 onwards, the Government adopted an ex- 
tremely liberal policy in relation to the incorporation 
of foreign capital, in contrast with the policy followed 
in former years. All external transactions were effected 
through a free exchange market. In 1954 (Act No. 2145) 
and, more energetically, in 1955 (SUMOC Directive 
No. 113), provisions were established within this gen- 
eral framework whereby the Department of Foreign 
Trade (Carteira de Comércio Exterior—CACEX) was 
empowered, after technical study of the application con- 
cerned, to accord additional benefits, especially designed 
to attract the sectors of “particular importance for the 
development of the national economy”. Briefly, the agency 
was entitled to grant a preferential exchange rate for 
remittance of profits and amortization on direct for- 
eign investment, up to a limit of 10 per cent of the 
registered capital of the enterprise where profits were 
concerned. The registration of capital was effected on 
the basis of the free exchange rate, a concession which 
substantially raised the rate of return on investment, 


82 Exports reached an average of $1,305 million in the three 
years 1957-1959. 

83 Amortization increased from $108 million annually in 1951- 
54 to $385 million in 1957-59. 


in terms of foreign currency. With regard to external 
financing facilities, as long as they were not to be liqui- 
dated within a period of less than five years, a prefer- 
ential exchange rate was likewise established for amor- 
tization payments and interest, provided that the latter 
did not exceed 8 per cent of the principal. Once the 
operation had been registered, the beneficiary enter- 
prises could count upon priority and guarantees for 
transfers of foreign exchange abroad. All reinvestment 
was also registered as external savings. In both the 
private and public sector, imports of capital goods 
which did not require immediate exchange coverage by 
the monetary authorities were effected in conformity 
with these provisions. The public sector, during the 
introductory phase of the Target Plan, resorted to the 
instruments created by the preceding administration, in 
order to encourage industrialization in the sectors con- 
sidered to be of major importance. The Government re- 
tained the right, within the context of an over-all policy 
which in itself was attractive to foreign investors, to 
grant greater concessions in specific cases. 


The significance of this policy is obvious, in view of the 
fact that imported capital goods constituted an indispens- 
able element in the type of industrialization process which 
the economy was undergoing, and that, in the absence 
of available export earnings, import requirements could 
not be fully met unless external financing were secured. 
Moreover, to enable the entrepreneur to invest in under- 
takings that were slow to mature, in default of a do- 
mestic capital market, external financing was the only 
possible solution. With this in mind, it is easy to under- 
stand why the manipulation of the foregoing expedients 
afforded the principal means of channelling private in- 
vestment during the period covered by the Plan. In this 
connexion, it is interesting to note the high proportion 
of total external capital inflows represented by financing. 
In 1955-62, external financing for specific projects ac- 
counted for 81.7 per cent of total autonomous capital 
inflows. 


Tables 21, 22 and 23 summarize the results of this 
policy. 


(Table 21 appears overleaf.) 
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Ta 


Brazit: EXTERNAL RESOURCES® | 


(Milli 
ee SS 
1955 1956 eats 
Financing Financing ie EES SS 
odie es ree Pesemprecd yt 
Sector ity ity ment Total ity uty TREE Total Ly uy mens Tote 
Over-alletotall (ASB eet terror 79.4 — 31.3 110.7 253.4 Gs) SLT 366.6 234.7 2iZae 108.2 560.( 
Ageliotal, targets (Letom) cejerieleciererete 78.1 _ 152 93.3 241.1 57.5 16.4 315.0 204.8 PANG fe 47.7 469. 
Pe inerny Makecee ies eee ee 40.4 = 2.5 42.9 23.9 — — 23.9 67.2 i 0.7 67.5 
ee Hlectric powerns celetyacts 40.4 — = 40.4 5.3 — = 5.3 67.2 as is 67.5 
2. Nuclear energy ........ -—- — o= — = a <= =e =a For r — 
Ba Coaloutes sata assis oearer — — — == = ra =a = — = a 
4. Petroleum (production). — — 2.3 20) — — — — — -- 0.7 0.’ 
5. Petroleum (refining) .... — — 0.2 0.2 18.6 — oo 18.6 — — — — 
Tee rans portuecre acess ¢ 31.4 — 0.0 31.4 82.7 — 0.0 82.7 105.2 — 0.8 106. 
6. Railways (repairs and re- 
EGUIPMENL) Eeremerenieree 31.4 — — 31.4 52.6 -- — 52.6 21.1 — — 21.1 
7. Railways (construction). — — _- —_ _ — = = aoe — = = 
8. Highways (paving) .... — = — — —_ = = cad = = == = 
9. Highways (construction) — — — — — _— — = 4.2 == — » 
10. Ports and dredging..... — — 0.0 0.0 -- -- — -- The — — ~ 
11. Merchant marine ....... a —_ — — 10.8 — — 10.8 23.4 — — 23.: 
Dee Ati lin ese micteccpeeus eicseseperiucle — — — — 19.3 — 0.0 19.3 49.3 — 0.8 50.: 
TUS Hoo diten rere: ae -ccta mee esr — — 1.4 1.4 8.1 — 0.4 8.5 Us 28.9 3.3 39.! 
13. Agricultural production 
(wheat) S.cSRiee eee — — ial Vel — — 0.3 0.3 —- — ied, PA 
14. Storage facilities and 
BUG) ars SA enon CUES —: — _- — -- — 0.1 0.1 Ths) — 1.1 8. 
15. Cold storage facilities... — — -- — 2.0 — — 2.0 — — — — 
16. Slaughterhouses ........ — = — — — — — — = = — — 
17. Mechanization of agricul- 
LUT GS cterafertervials ts eeo ae cis oe — —- — — 6.1 — — 6.1 — 28.9 — 28:.! 
USee Mertilizerso..<s sees. 6 = — 0.3 0.3 — — — — = =—_ “= aa 
IWep Basic industries’... 0+... cic 6.3 _- TS 17.6 126.4 57.5 16.0 199.9 25.1 188.2 42.9 256.' 
19 Steel making cece ccc. +. 6.3 — 0.5 6.8 51.6 — 3.5 55.E 10.5 —_ — 10.! 
YAY, J MTN GoguenaeoE Oo — = 0.5 0.5 oe — = = i ieA — sats 1: 
21. Non-ferrous metals ..... — — a = 0.4 — — 0.4 4.0 _ — 4. 
Decent “scotch ids us 5° — _ — = 5.4 —- — 54 08 — = 0. 
dee Alkalis sevesiesstasete 5 oie eee —- _ — — ik — — 1.3 0.2 — 2 0. 
ZAse EU peand sp ApEL. cea ss < —- — 0.1 0.1 135 — 0.8 14.3 5.4 == fi 5. 
2 uIUUD DET 2 0e wails isco sieis-e.e _— — — — — = 1.0 1.0 == = 5.0 5) 
26. Ores for export......... -- = 1.4 1.4 3.9 — Ti 5.6 — = 1.4 ik 
27. Motor vehicle industry.. — fe — — 456 575. 62 1093 2.3°- 51082 2 G23 were 
28 es bap building weirs «cis clee — — 6.7 6.7 2.4 — — 2.4 = —_ = = 
29. Metal transforming and 
heavy electrical equip- 
ment industries ........ _- _ Pry 2.1 23 — 2.8 Sal 0.2 — 4.2 4. 
Wires CU CALIONs sieraiscerajsfasisios + ich oie a — — — = aa ox ws mA 28 tae ¥s 
30. Technical personnel ... — — — -— = x = ot = ss a we. 
B. Financing for purposes other than 
PiaetAL CIS, CSacvaieecdue divides 64 1.3 _ 16.1 17.4 12.3 — 39.3 51.6 29.9 — 60.5 90. 


Source: SUMOC, Relatérios. 


4 Financing operations authorized by SUMOC and direct investment licenced by CACEX, in conformi i 
t 
>For spare parts for the motor vehicle industry. % mity with the Target Plan. 


For spare parts for the motor vehicle industry and agricultural machinery and implements (Decree No. 40260, dated 1 November 19 
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NOMIC DEVELOPMENT, 1955-61 


1958 


lollars) 
Financing 
ith Without 
rior= prior- 
ity ity 
12.4 115.0 
12.5 114.9 
33.7 — 
12.7 — 
11.0 — 
35.4 — 
)4.6 — 
17.2 —_ 
8.9 — 
6.1 —_— 
6.8 — 
11.8 — 
4.5 Ges: 
3.2 — 
0.6 11.2 
0.7 0.1 
18.9 103.6 
18.6 —_— 
— 4.9 
3.6 —_ 
1.7 oe 
15.0 98.7 
19.9 0.1 


10.4 


Financing 

Tota! Rites cies wot Total 
589.9 354.7 42.9 65.8 463.4 
559.5 349.3 40.1 53.7 443.1 
133.7 95.7 a = 95.7 
122.7 54.7 we = 54.7 
= 23.0 = sa 23.0 
11.0 18.0 ae = 18.0 
186.5 74.8 0.3 0.0 75.1 
105.3 0.3 0.3 0.0 0.6 

47.2 oa = = = 

9.3 = = = — 
6.1 0.1 = = 0.1 
6.8 15.0 = < 15.0 
= 23.7 = = 23.7 
11.8 35.7 = on 35.7 
16.5 1.5 8.2 — 9.7 
3.2 0.1 = = 0.1 
ane 0.2 = = 0.2 
12.5 1.0 8.2 = 9.2 
0.8 0.2 = = 1, 
222.8 177.3 31.6 53.7 262.6 
18.6 129.9 1.4 = 131.9 
0.3 5.5 = 0.8 6.3 
6.2 a 24 0.2 2.3 
= 5.0 — 5 5.0 
11.9 — == 0.0 0.0 
te 4.5 = = 4.5 
1.7 12.5 — — 12.5 
182.8 17.6 28.1 46.8 92.5 
= pa = 3.3 5.4 
1.3 0.2 — 2.6 2.8 
30.4 5.4 2.8 12.1 20.3 


Financing 
With Without 
prvor- prior- 
uly ity 
242.1 62.8 
228.0 53.6 
64.2 Rbe: 
54.3 — 
2.2 — 
Well — 
41.0 —~ 
9.2 — 
22.1 — 
9.7 — 
3.0 39.2 
0.3 _ 
2.4 39.2 
0.3 — 
115.3 14.4 
89.6 10.0 
— 1.3 
— 3.1 
12.8 —_ 
12.9 — 
4.5 — 
4.5 — 
13.9 9.2 


In- 


vest- 
ment 


106.8 
84.8 


22.0 


Total 


411.7 
366.4 


64.2 
54.3 


2.2 


Tot 
41.0 


9.2 


45.1 


11.0 


39.2 
27.5 


11.7 


Total 


167.3 
144.6 


igi 
13.9 


22.7 


4 Including, in addition to the financing operations quoted in footnote © financing authorized under the terms of Decree No. 42820 (16 Decem- 
1957), article 7, paragraph II. 


e As from the date of issue of Directive No. 208 (27 June 1961), all external financing o 


‘ket. 


erations were carried out through the free exchange 
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Table 22 
pa a 
Brazit: BREAK-DOWN OF AUTHORIZED FINANCING FOR SPECIFIC PROJECTS, BY FINANCING INSTITUTIONS AND SECTORS OF ACTIVITY, 1957-61 


(In terms of millions of dollars) 


cn era EIpEEEESSnSneIaIEIESESnSSISnnnnSSTnS SESS 


Teme Frey’ hing ston One ei ech EM ee ea 
195 Tae LOtAl ce crerazeyel ovarcie isi sieloierasololets/afelsislerareralciere 492.6 278.9 35.0 314 41.7 5.6 - _ 
International (IBRD) ...........00 
(OIE S86.GGnc gua due a sao ID OaoaL 76.5 26.4 — 17.2 32.9 — = = 
Bximbank ethstenc cies eteteteleie's-<'6 sre rsieters 
(Othiersig mars atancrsrersrersiclavers areterers sle'e\eieie's 
PTAVALE ds orsrois cistote s7s16 ie stemviate.siee ciel sleieis.sie 416.1 202.9 35.0 14.2 108.8 5.6 — — 
Subsequent reductions ............0+ -— — _ = as Se a a 
TOSSRT ObGl Carers scarstere acer sioiersisies ose sisisiarere aieiole 495.7 284.9 a 19.2 173.8 8.6 9.2 — 
International (IBRD) ees. < veesisls «6151s 
CO) Micial Me rersyerte Merc sistersiete tr cele iaclelsfevers's 
Hixit ai Kare eisfotersteforere ol steve lelelerels s' overs . 
Othersieceisers cia iysatets viererers Rislevers Cle: ere 
lMghibee coAanoDoUDOBGGiS Co NUR SOrOOL 310.1 199.3 — 19.2 73.8 8.6 9.2 — 
Subsequent reductions .............+. — — —_ _ — _ — — 
OS OR TOLG mec eie eisvarcrerepee sieroieis stein orei es isvortt= 369.4 332.0 8.2 12 13.0 — 15.0 a 
International (IBRD) .............. 13.4 13.4 — — — — os 
OMicialles ce -aisteis azs,ce4 sisisteiesa.ers aie a iciaiacsts 55.2 23.6 5.2 _ 11.4 — 15.0 — 
Bixatriban omer petereticis aioe eioleersieieere + 49.8 23.4 — — 11.4 _ 15.0 — 
Ot ersieeccvisaie re sievele seers ve /ai ns mee 5.4 0.2 5.2 — — — — = 
Pyivat@mccc scitates e's cists eileie cso so 0 ee: 294.8 289.0 3.0 1.2 1.6 — — — 
Subsequent reductions .............. 6.0 6.0 — — — = ae Lie 
WOOO oT Ole excciste ose reieica soi 5 trvi0i s vias sieves © 304.9 205.4 36.5 1.3 44.4 5.9 6.0 5.4 
International (IBRD) ....... srorerersere — — _— — — oe == ake 
OsiEU Ce aes Gc Meindeibis ainsi Saieaiatupies 42.4 9.9 14.8 — 13.2 — =— 45 
Eximbank ........608 AIO Sete a 1 0.5 — = 2.0 == = 45 
Others nseecies's 30 GSCBGSCOUSOUDOC 35.2 9.4 14.8 _ 11.0 _ = es 
Private ..... Bison stolceemonss +s nUOO 264.4 193.4 21.7 13 31.2 5.9 6.0 0.9 
Subsequent reductions ........ paeltee 2.1 PAA = rae fed a oe a 
LOGIE OtGL arene sis A Angin GO UN CONGUE agnor 130.2 76.7 — 2.3 48.2 0.2 0.2 2.6 
International (IBRD) .........eeee —_ — — ae a in am ie 
Oficial nc, =i piateraviclsaueistatelete ete sistcteyers 10.0 2.5 — = 15 ae. = 
KAM ARK Geare.ctes.clereysais sisivieiensre'e ese 6 2.5 2.5 —— — = — oa aes 
UNOS Cacti ovis ox sse htt Bence cremereiere 7.5 _ — = 75 as 3} be: 
PRIVELCue nas Ae vutoaAd Ciags oniyremienghy as 118.1 12.1 —_ 2.3 40.7 0.2 0.2 2.6 
Subsequent reductions ..........+.+. 2.1 2.1 — _— _— == = = 


Source: SUMOC, Relatérios. 
® Including spare parts for the motor-vehicle, tractor and telephone exchange industries, as well as imports of agricultural machinery 
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Table 23 
(Millions of dollars) 


BraZiIL: INVESTMENT AND SPECIFIC PROJECT FINANCING REGISTERED BY SUMOC, sy counrRIEs oF oRIGIN, 1955-61 
’ 


Ss snsssnssitessssennseseeesensererreeennenss sn SSS 


Country of origin =r ibe ioe me LIER > 1959 1960 1961 
Invest- Financ- Invest- Financ- Invest-  Financ- Invest- Finane- Invest-  Financ- Invest- Financ- Invest- Finane- 

ment ing ment ing ment ing ment ing ment ing ment ing ment ing 
BOICIUM an ee tes Sais oa. 0.2 0.2 3.4 0.5 0.1 1.9 0.3 eS 4.1 1.7 0.1 

Canada. .:..:. wee eee 0.5 0.9 2 030 0.8 0.9 Ole LEG 91 — 
Federal Republic of 7.1 17.3 8.7 190 994 122 445 25.3 55.8 49 20.0 
RGOLINRTIVIM Gia 8 0°60 «075° 0.8 4.9 1.3 — 13.9 8.1 25.9 6.6 30.1 0.7 iis 
PURANC COMMER C0 ais fis cdeis et 15 12 O15 ee 19:6 3.8) a0 29 34.5 0.9 8.7 
Makviees, acc cea. Se aanes _—- 0.0 3.7 0.2 26.2 3.3 99.0 8.1 11 0.0 10.8 

LOW: Aa eerie 0.7 1.3 0.2 0.2 6.8 0.7 0.0 27 — 14 — 
Netherlands Reranch ees 0.9 2.1 14.7 0.6 0.3 5.6 2.4 9.1 0.2 4.6 4.6 
Switzerland AE Se ell 2.0 6.4 0.9 3.0 4.0 2122 3.2 10.4 1.9 3.6 
United Iingdomo x caccn: 12.0 24.3 61.4 Dow 200.9 eee eO5.9 me S0-D 1028) 10.8 59.5 
Embed tales Vea x sos cs is 1.8 TZ 4.5 4.9 52.2a 2.6 44.9 11.0 © 82.7) 3.2 9.3 
Other countries ......... a —— ——— ee ee ee ee 
Torat 31.3 Suny 108.2 82.5 507.4 65.8 369.4 1068 304.9 39.2 130.2 


Source: SUMOC, Relatérios. 


2 It should be noted that Pold’s share in this amount was $20.1 million. 


: >The high figure under the head of “Other countries” in 1960 is mainly attributable to the contributions of Yugoslavia ($15.5 
million), Czechoslovakia ($12.2 million), Sweden ($11.8 million), Spain ($11.0 mlilion) and Denmark ($10.1 million). 


Sector Se 1957 
BaRCEIES DOPE attains 5h c oe su ain she acc. 24 556 21 992 
ERAUIWAYS:. © 2a e's sos b-cloleves.s oe oe 24 556 — 

PPIPDWONS =e wie dels Soe F 8 ikieetcie’« 5 - 4445 
PA SEINES Ln fee Sica essed aici es we — 13 485 
Navigation, ports and dredging .. — 4 062 
PPECLEC EDOWET. (in Sa o.< 0 si inven aioe» 41 400 54 413 
ILASEECATIIUSITLES Hs lx Saves « acolo x's ste nore 9 655 30 678 
Metallurgical industries ........ 1 860 8 467 

SSERE LETN AKANE ooreseiscmiases 3 pi 9.51515 1860 6 481 

Non-ferrous metals ........... a 1 986 
Metal transforming and engineer- 

MMe INGUSITICS cis vis esos a's 00 00/0 — 219 
Manufacture of railway equipment — 1880 
Motor vehicle industry.......... 2 403 9 869 
DRTpOuild ig sols esc5 8 ool dein rele “= — 
Manufacture of electrical equip- a 

Tiler hs Seas Be RC DOODOROD _ — 
Pulp and paper industry........ 2 692 10 243 
Chemical industries ........+++- — = 
Miscellaneous ..........-eeeees — 5 339 

Agriculture and ancillary sectors.. 3500 — 
Waricultire- 1. «ssmde wees cee sos — — 
Industrial slaughterhouses ...... — 

Storage facilities and silos....... 3 500 5 339 
Cold storage facilities........... — — 
TotaL 76421 112 422 


Table 24 


BRAZIL: OPERATIONS IN FOREIGN CURRENCY (AUTHORIZED avals), 1952-62 


1958 


43 338 


5 118 
9 630 
28 590 


15 280 


115 238 
104 454 
104 454 


174 916 


(Thousands of dollars) 


1953 
23 629 


124 823 
113 537 
113 277 

260 


150 940 


1960 


33 918 


——— ae 
es - 


72121 


33 639 


5 409 
5 089 
5 089 


41 748 


1962 


43 573 


1 200 
42 373 


2 293 
17 517 


64 444 


Total 
1952-62 


172 040 
27 266 
10 763 
99 406 
34 605 


176 189 


333 261 
263 729 
257 029 

6 700 


693 012 


Percent- 
age 


24.8 
3.9 
16 

14.3 
5.0 


25.4 


48.1 
38.1 
37.1 

10 


EER 


Source: BNDE, Relatérios. 
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Apart from the incentives accorded under foreign 
capital legislation, the Government had in reserve an- 
other source of benefits in this sphere. Entrepreneurs 
were ensured access to external credit through BNDE’s 
assumption of joint responsibility for the settlement of 
the external debt involved. The fact that its aval was in 
many instances decisive for the success of the external 
financing operation concerned endowed the Bank in ques- 
tion with powers to channel private investment, and in 
this respect constituted an essential element of the Target 
Plan’s foreign capital policy (see table 24, page 177). 


As the five-year period drew to a close, the depletion 
of the traditional external credit lines led to the adop- 
tion of certain emergency expedients as a temporary 
way out of an impasse in the external sector which 
might have frustrated some of the fundamental aims of 
the Plan. A case in point was the negotiation of the 
so-called “swaps”, by virtue of which the Banco do 
Brasil handed over cruzeiros in exchange for a deposit 
in dollars, the depositor having the right to repeat the 
operation in reverse, at the same rate of exchange, at a 
given future date. Thanks to these practices, additional 
foreign exchange was obtained, and, although they re- 
presented one of the most burdensome means of tapping 
external savings, they did serve to relieve a difficult 
situation that constituted a threat to the Plan. 


Considered as a whole, the foreign capital policy 
adopted under the Target Plan represents a set of ex- 
pedients of great efficacy as regards the acquisition of 
the external resources that were vital to the success of 
the Plan, although the method of obtaining them made 
the cost to the nation very high. One of the dangers 
inherent in this policy, which has been the subject of 
much discussion, was that it might allow larger amounts 
than were actually incorporated to be entered in the 
accounts as capital from abroad. There was a risk that 


part of the surplus generated within the economy might 
be appropriated by enterprises enjoying the benefits 
conferred under the law, in the form of a subsidy. The 
concentration of industrial activities was facilitated, since 
enterprises that had access to the legal benefits in ques- 
tion were thereby enabled to acquire control over others 
in the sector. But despite these drawbacks, an over-all 
evaluation of the policy should take into account the 
fact that it fulfilled its function as an instrument for 
the maintenance of imports of capital goods, at a junc- 
ture when it would have been difficult to adopt other 
systems. 


(b) Expansion of the direct participation of the public 
sector 


The purpose of the present section is to stress the 
quantitative aspect of direct State participation in the 
execution of the Target Plan. The qualitative aspects 
of this expansion and their implications from the stand- 
point of the instruments adopted, as well as the institu- 
tional reforms involved in such a broadening of the 
public sector’s functions, will be discussed in another 
section of this document. 


There is no point in recapitulating the causes which, 
in the under-developed countries, naturally bring about 
a disproportionate increase in direct State participation 
in the component flows of aggregate demand. Suffice 
it to say that whether on account of the growing require- 
ments in respect of basic social capital, or because of 
entrepreneurial inertia with regard to the opening-up 
of certain sectors of industry, or owing to the stronger 
pressure for public utilities and social expenditure that 
accompanies urbanization, such an increase does take 
place. In the case of the Target Plan, the estimates of 
public investment originally formulated can be seen in 


table 25. 


Table 25 


BrAzIL: PERCENTAGE BREAK-DOWN OF FINANCIAL RESOURCES FOR THE TARGET PLAN 


(1957 estimates) 


Energy 
Federal budget appropriations®...... 27.4 
State budget appropriations........ 21.6 
Owne@resources® 2. ievec. ss clusse ces 40.2 
Publrestinancmseenin scien +: 10.8 


Motor Miscel- 


Trans- Steel vehicle laneous ~ Other 
port making industry industries targets 
67.8 10.06 —— 6.9 60.2 

0.3 12.18 — — 5.6 
19.4 24.2 92 65.8 24.5 
12.5 53.7 8 27.3 O7 


Source: Target Plan, 1957. 


4 Including funds for application to specific projects. 
>Including reserves and undistributed profits of government enterprises. 


Getulio Vargas Fund estimates clearly show the extent 
of the ensuing increase. The Government’s share in gross 
fixed capital formation (excluding that of State enter- 
prises) rose from 25.6 per cent in the four-year period 
1953-56 to 37.1 per cent in the four years covered by 
the Target Plan, As previously noted, this figure is not 
fully illustrative of the relative increase in the public 
sector’s contribution to the savings-investment process, 
since the part played by State enterprises is not taken 
into account. If they were included, those of the Federal 
Government alone would raise the proportion in question 
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to 47.8 per cent in 1957-60. Of investment in the forma- 
tion of inventories during the Plan period, 75 per cent 
would seem to have been attributable to the State, a 
figure which reflects the piling-up of coffee stocks. 
Lastly, according to data presented in the text of the 
economic and social development plan for the current 
three-year period (Plano Trienal do Desenvolvimento 
Econémico-Social 1963-65), the Government’s share in 
consumer expenditure climbed from 14.3 per cent to 
20.3 per cent between the years 1947 and 1960. During . 
this period, the annual growth rate of consumption, in 


real terms, was 8.3 per cent in the public sector as 
against the private sector’s 5.3 per cent. 


If this expansion is viewed from another angle, a 
change in the structure of credit operations can be noted. 
The share of the public sector in end-of-year loan bal- 
ances rose from 15.3 per cent in 1954-56 to 19.5 per 
cent in the next three-year period. In the same interval, 
the Banco do Brasil likewise came to play a bigger part 
in total banking operations; by the end of the fifties, it 
was responsible for approximately half the total loans 
granted to the private sector. The increased participation 
of the official bank did not exclude the private sector 
from access to such resources, since the private sector 
benefited from the expansion of the Bank’s operations. 
As enterprises came to depend more and more upon 
official loans, the State, at least in theory, played an 
increasingly important role in the channelling of eco- 
nomic activities. This will be more clearly apparent at a 
later stage in the present discussion. 


This enlargement of the public sector’s share in the 
gross domestic product involved additional responsibility 
for the financing machinery. Although traditional sources 
were drawn upon, a major proportion of the resources 
needed was obtained through expansionist channels, on 
the basis of substantial monetary deficits in the public 
sector, and the ensuing increment in total means of pay- 
ment. The attempts at partial control of the proliferation 
of issues by the banking system enhanced the importance 
of the official Bank in credit operations. 


(c) Incentives to private investment in priority sectors 


The third pillar of the economic policy associated with 
the Target Plan was the concession of increased incen- 


tives to private investment in the sectors covered by the 
Plan. These benefits can be summed up under three 
major heads. In the first place, access to external financ- 
ing was guaranteed, on terms that were extremely ad- 
vantageous, inasmuch as they implied a reduction of 
monetary investment costs. Secondly, long-term credits, 
granted at low rates of interest and with lengthly mora- 
toria and amortization periods, covered a substantial 
proportion of fixed investment in priority sectors. 
Thirdly, the domestic market was reserved for the new 
industries to be installed. 


The first group of benefits has already been briefly 
reviewed. An impression of the second can be formed 
with the help of table 26, which lists the ways in which 
domestic currency resources were applied by BNDE, the 
principal financing agency. It is important to stress 
that, given the sharp internal rise in prices, the granting 
of long-term credit at a low rate of interest resulted in 
an additional and unforeseen subsidy to the capital for- 
mation of enterprises, which made the obtaining of such 
loans a particularly attractive proposition. 


The third set of benefits related to the reservation of 
the domestic market for the products of import substitu- 
tion activities. Prior to the customs tariff reform of 
1957, this reservation was based on exchange controls. 
Domestic production was protected by administrative 
measures of a discriminatory character. After the intro- 
duction of the reform, the protection mechanism became 
more efficient. Not only were imports subject to stringent 
quota systems, but also, for certain import categories, 
direct control of the supply of foreign exchange was 
maintained, and the institution of “registration of similar 
products” was established; once an industrial sector 


Table 26 


Brazit: APPLICATION OF BNDE RESOURCES (AUTHORIZED FINANCING OPERATIONS IN NATIONAL CURRENCY), 1952-62 


1952-62 Percent- 
1959 1960 1961 1962 Total age 

1 925.6 646.7 222.0 —_ 15 201.6 1 GPs) 
1 658.6 626.7 222.0 ao 14 074.7 14.1 
267.0 20.0 — — 850.9 0.9 
— — -—— — 276.0 0.3 
3 583.9 1366.6 157038 10706.1 44628.0 44.9 
4339.0 11 482.6 7175.7 3738.8 35 853.3 36.2 
1592.9 11 080.0 6 390.7 762.8 25 432.8 25.6 
1409.2 11040.0 6 128.0 762.8 24062.0 24.2 
13.0 — 262.7 — 987.3 1.0 
170.7 40.0 —- — 983.5 0.4 
47.0 — 82.0 36.0 427.8 0.4 
91.8 60.0 — —_ 248.8 0.3 
1106.6 156.0 -—- — 2 066.4 2.1 
1122.0 — 189.0 340.0 1 651.0 Le 
40.0 166.1 -- — 540.0 0.6 
277.1 — 84.0 — 931.8 0.9 
61.6 — 400.0 2 560.0 4 449.2 4.5 
— 20.5 30.0 40.0 105.5 0.1 
184.0 59.1 771.0 I 328.0 3 618.3 3.6 
184.0 46.5 31.0 50.0 630.5 0.6 
= 12.6 340.0 942.0 2 160.9 2.2 
eae — 400.0 336.0 826.9 0.8 
8445.7 122417 100325 13555.0 238725 15772.9 99 301.2 100.0 


Up to 

Sector 1956 1957 1958 
PET SODAS Us ae) ae On OE SBOSL 10 247.7 1629.6 530.0 

Reera La ¥S emer Sie.ces 6 sts: stares c ois serers ais 10 027.2 1540.2 == 
Navigation, ports and dredging... 144.5 89.4 330.0 
Other means of transport......... 76.0 — 200.0 
LCCITLCu DOWET | icc - slos tetas © eine 3050.7 4668.1 5 548.8 
IBGStECINGUSITIES ...--<s<--s0 ets 1598.6 18389 5679.7 
Metallurgical industries ........ 147.3 1 040.0 4419.1 
Steel making ........2..sc000% 93.0 590.0 4 039.0 
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Storage facilities and silos....... 299.0 109.1 458.2 

Cold storage facilities..... eee ss 90.9 — = 
Toran 153809 8445.7 12 241.7 
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considered to have reached maturity had been entered 
on the register, no concessions were granted to imports 
of goods similar to the product it manufactured, even 
if they were covered by external financing. 

Reference may also be made to an incentive of par- 
ticular importance in connexion with the installation of 
the motor-vehicle and shipbuilding industries. Subsidized 
foreign exchange was granted for imports of inputs and 
spare parts used by these sectors, provided that certain 
requirements stipulated in the specific plans for their 
development were met. 

All these incentives were not only conducive to the 
reduction of investment costs, but also substantially 
raised the rate of return on investment in priority sec- 
tors, either because components used in the production 
process were heavily subsidized, or because the tariff 
barrier established was high enough for prices to be 
fixed regardless of competition. It is understandable, 
therefore, that such a system, favourable as it was to 
concentration of the wealth and other benefits deriving 
from industrialization should have proved so attractive 
to entrepreneurs and induced them to respond so fully 
to the proposals embodied in the Target Plan. 


(d) The approach to the stabilization problem 


The guiding principle of the Plan can be deduced 
from a study of the characteristics of the monetary, ex- 
change, tax, wage and price-fixing measures linked to 
the correction of inflationary disequilibria. That is, 
from observation of the use of these instruments some 
idea can be formed of the importance attached by eco- 
nomic policy to the primary objective proposed—diversi- 
fication of industry. It is clear that stabilization measures 
were of secondary concern compared with the promo- 
tion of the desired changes in the structure of the 
economy. 

Consideration of the short-term measures adopted will 
show that provisions aiming at stabilization were con- 
templated in so far as they did not affect the attainment 
of the objectives proposed. When a choice had to be 
made, it was always unequivocally in favour of indus- 
trial development. In fact, no parallel, even if limited, 
action was taken to control the existing disequilibria. 
The exchange instruments, the measures of credit and 
budgetary policy, and so forth, which can, indirectly 
or directly, exert a stabilizing influence, were almost 
invariably diverted to purposes other than that of curb- 
ing the rise in prices. They were not brought into parallel 
operation in conformity with a stabilization hypothesis. 
As will be seen below, action in this field was basically 
concerned with the provision of an efficient financing 
system for the Plan or with the creation of political con- 
ditions favourable to its execution. 


Indeed, it was not only anti-inflationary policy®* in 
the period under. consideration that was subordinated 
to the Target Plan. The way in which the latter was 
formulated implied a sharpening of the upward trend of 
prices. It was inevitable that the effort to bring about 


84 The term is used here to cover all measures whose motive or 
principal justification was the control of price increases. It is not 
their degree of rationality that is the criterion for their inclusion, 
but their motivation. Under this head are also grouped a series of 
measures which ultimately, as a rule, had a restraining effect on 
inflation (through price control) and which aimed at postponing 
he in the level of prices without eliminating its determining 
factors. 
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so radical a qualitative change should give rise to par- 
tial maladjustments, unforeseeable even in the most 
strictly scientific type of planning, and still more so 
under the empirical systems then in process of constitu- 
tion. This was not, however, the most important aspect 
of the inflationary potential of the Target Plan. In de- 
fault of a system of voluntary savings—a Utopian ideal 
in an under-developed country—the proposed industrial 
effort presupposed the formation of compulsory savings 
and would probably set in motion the mechanisms where- 
by inflationary pressures are propagated. 

On the basis of an estimate to the effect that invest- 
ment under the Plan accounted for only 40 per cent of 
the public sector’s total investment, and that one-third 
of it would have to be financed by external resources, 
and not, therefore, through inevitable price increases, it 
has been said that there was no reason why, in such 
circumstances, the execution of the Plan should ag- 
gravate inflationary movements; and that the upward 
trend of prices stemmed from misguided economic policy. 
Even if a figure is accepted which disregards induced 
investment under the Plan and which takes no account 
of the longer average maturity periods of the invest- 
ments postulated, this argument seems to be groundless. 
The inference is that the Target Plan would largely 
represent an alternative to other investments that would 
not be effected whereas in reality it laid additional re- 
sponsibilities, in absolute terms, on the public sector 
in the savings-investment process. 

Whatever the extent to which the subsequent implica- 
tions were realized, the lack of concern with the general 
problem of stabilization was manifested in the failure 
to take the previous inflationary movement into con- 
sideration, and in fact that the Plan proposed an addi- 
tional investment effort in projects with long maturity 
periods, without making scrupulously precise provision 
for the corresponding financing system. In the course of 
the implementation of the Plan, in so far as external 
conditions became relatively less favourable, the ag- 
gravation of certain disequilibria provided further evi- 
dence of the secondary and accessory status of anti- 
inflationary policy. 

Irrespective of the weight attached to the autonomy of 
policy decisions in the establishment of the Target Plan, 
the fact remains that it was decided, not to reduce the 
amounts invested with a view to the control of inflation, 
but to strengthen the investment effort. The task of 
removing the obstacles to this course was assigned to 
short-term measures. They were to defer and attenuate 
such inflationary pressures as might be prejudicial to 
long-term programmes. 

To sum up, the existence of an inflationary process 
and the relative deterioration of external conditions 
seemed to make stabilization an imperative objective. 
Yet the Plan did not appear to regard the problem as 
relevant. Quite the reverse: inasmuch as, at the time of 
its formulation, a certain “radius of action” was as- 
sumed, its decisions were more inclined to aggravate 
the inflationary process through the inclusion of invest- 
ments of dubious urgency and priority, such as the 
building of Brasilia. Moreover, in the course of the 
execution of the Plan, monetary, exchange and fiscal 
instruments all operated on behalf of industrialization, 
giving it precedence over stabilization from two different 
standpoints, Firstly, they provided a pragmatic system 
of financing for the investment effort, thus largely filling 


the gap represented by the non-existence of a capital 
market. Secondly, they sought to mitigate the more 
disturbing consequences of the inflationary process, with 
a view to retaining political support for the Plan. Pro- 
viding, therefore, that their operation was important 
for attainment of the Plan objectives, the intensification 
of inflationary movements, was no deterrent. At the 
same time, through the adoption of measures which 
usually did no more than ward off trouble for the time 
being by holding in check the most visible effects of the 
disequilibria affecting the system, an attempt was made 
to reduce the political friction deriving from inflation. 
The orientation of short-term measures in these two 
opposing directions makes the approach to the problem 
of inflation in the second half of the fifties appear para- 
doxical. But if the priority given to long-term targets 
is borne in mind, together with the fact that the instru- 
ments under discussion were assigned the function of 
drawing in resources by the lines of least resistance, on 
the one hand, and, on the other, keeping the programme 
going from the political point of view, the simultaneous 
adoption of mutually contradictory measures is more 
understandable. 


It cannot be over-emphasized that the effectiveness of 
this policy of conflicting temporizations was due to the 
rapid rate of economic growth attained. The dynamism 
of the Brazilian economy absorbed part of the tensions 
created, inasmuch as it enabled the level of investment 
to rise without an absolute loss of income on the part 
of other sectors of the economy. The real income of 
the urban worker did not decrease, and, in the final 
reckoning, no sector lost ground in absolute terms. 
Thanks to the marginal adjustment permitted by eco- 
nomic development, the compulsory transfer of the addi- 
tional resources generated to the public and entre- 
preneurial sectors (one of the objectcicves of short-term 
policy) was made compatible with the prevention of 
marked fluctuations in wage-earners’ levels of consump- 
tion (by means of efforts to control the prices of wage 
goods), through the application of apparently incon- 
sistent measures. 

This does not mean that the Government was fully 
aware of what it was achieving through monetary and 
tax measures and price and wage control instruments. 
It acted rather by trial and error, on notably empirical 
lines. It is only now, from a review of the situation, 
that the above two features of the instruments used are 
apparent. Likewise, it is only by studying the different 
phases of development that the reason for such meas- 
ures being adopted haphazardly can be understood. The 
whole sequence of events appeared to indicate that the 
previous stages of development had made it necessary 
to continue to carry out structural reforms and had 
created the requisite conditions for implementation of 
a seemingly paradoxical policy. 

Such was the position with regard to the price policy 
followed during the period covered by the Target Plan. 
Different means were used to prevent increases in the 
prices of primary subsistence commodities or inputs, 
which were both considered items of importance in 
determining the cost structure. Thus the previously un- 
successful efforts to stabilize subsistence prices through 
the application of direct controls continued throughout 
the Target Plan period. Such measures have been criti- 
cized as having a deterrent effect on primary production. 
Others were quite obviously harmless. Without going into 


the source of such criticism it should be stressed that 
if direct price controls failed in the long run to benefit 
urban consumers at the expense of the rural producers 
or to arrest the rising price trend, consumers did derive 
some benefit from adjustments in the relative prices. 
The fact that agricultural prices remained unchanged, 
even for short periods, helped in some degree to cushion 
the effect of demands for wage increases, although this 
entailed the carry-over of cumulative pressures. This is 
a good example of the tendency to postpone the campaign 
against disequilibria by moderating some of their most 
glaring repercussions. 

However, the criticism levelled at the price controls 
enforced should not obscure the fact that, before these 
practices were vitiated by the banding of producers and 
traders into more efficient organizations, they provided 
the public with the assurance that its interests were being 
considered and that it was not unprotected in the face 
of inflationary movements, which was the chief political 
reason for those measures. While the price stabilization 
policy met with little success as far as agricultural com- 
modities are concerned, the Government was able to 
obtain better results in other directions. The most out- 
standing example of this was its action in regard to 
rentals; these were subject to legislation which protected 
rural tenants and kept rents at the level agreed upon in 
the pertinent lease. Another example, was the rates 
charged by the State transport and communications sys- 
tem. This sector granted cheap rates for political rea- 
sons, which meant that transport was a heavily sub- 
sidized item in the household budget of broad segments 
of the urban population. 


Other transport items were subsidized indirectly by 
the State through the establishment of a favourable ex- 
change rate for imports of petroleum and petroleum 
products. Moreover, the Government took steps to see 
that such items should continue to be extensively sub- 
sidized throughout the Target Plan period by refrain- 
ing from adjusting the exchange rate for these imports. 
Its action in connexion with some commodities (e.g., 
wheat) was designed to mitigate the impact of rising 
prices on the household budget. As regards others, such 
as newsprint and pulp, it directly sought the political 
support of groups capable of influencing public opinion. 
Lastly, in certain cases like petroleum and petroleum 
products, it endeavoured to help the consumer indirectly 
by granting subsidies directly to producers. The Gov- 
ernment maintained a subsidized exchange rate for these 
products and contrived to prevent frequent adjustments. 
Such practices were reflected in a policy of incentives 
to the consumption of those goods (e.g., wheat and 
petrol for private motor-cars), which in many instances 
was ill-advised under the conditions then prevailing in 
Brazil. Their effects, while varying and limited, were 
none the less favourable in that they did much to pro- 
tect the real wage. To some extent they helped to keep 
certain propagation mechanisms within reasonable limits. 
In other aspects of price policy, the underlying aim of 
government action was evidently to obtain political sup- 
port. The prices of some inputs, such as steel and electric 
energy, were kept relatively stable, which benefited the 
consumer industries even while creating more serious 
problems for the financing of enterprises in those 
sectors. 

Another good example of government policy at that 
time was the treatment of exports. The public sector, 
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despite its manifest interest in expanding the economy’s 
capacity to import, kept the bonuses paid to exporters of 
primary commodities at the same level for long periods, 
which did nothing to encourage those exports. Its action 
was designed to prevent an immediate rise in domestic 
prices and the imposition of restrictions on the short- 
term consumption of these commodities. Curiously 
enough, measures were taken which both raised export 
earnings and applied restrictive controls at the first 
sign of a domestic shortage. 

While prices were being stabilized by means of direct 
controls, the public sector endeavoured, with little 
success, to intervene in the marketing and distribution 
of foodstuffs with a view to instituting a new system. 


By and large, the purpose of the short-term price 
measures was to obtain political support for State 
action; however, because of other related factors (deficits 
in basic input industries, expansion of subsidized im- 
ports, etc.) they gave rise to difficulties in the imple- 
mentation of the long-term policy itself, by aggravating 
the internal disequilibria in the system. However, they 
paved the way for the adoption of other practices which 
were more important, as far as meeting the objectives 
was concerned. This is particularly relevant in regard 
to the salary and wage control policy affecting govern- 
ment officials and industrial workers. Throughout the 
duration of the Target Plan it was sought to keep 
nominal wages constant by opposing adjustments. This 
made for the accumulation of forced savings deriving 
from the wage-earning sectors. It may safely be assumed, 
however, that without the aid of that irrational and 
paradoxical price policy the public sector would have 
found it hard to maintain wages at the same level for 
such long periods, thus forestalling the rising trend in 
costs which might have obstructed the programmes in 
force during the period covered by the Plan. Clearly, the 
main reason for the success of this policy was the 
existence of a flexible supply of manpower unaccompanied 
by any marked degree of trade union organization. 
Nevertheless, such a price policy partly explains the 
wage behaviour pattern, which undoubtedly played an 
important part in the attainment of high rates of in- 
vestment and in the relatively successful efforts to arrest 
inflation. 

Another area in which the economic policy of the 
period was manifestly bound up with the removal of 
obstacles to the execution of the long-term plan—thus, 
by its stop-gap action, creating more serious problems 
for subsequent periods—lay in exchange operations 
whereby short-term credit lines were used to finance 
current imports or international financial payments. 
When the rate of exchange sold at auction in the 
general category registered a rising trend, the public 
sector preferred to negotiate “swaps” rather than to 
withdraw foreign exchange from the financial market 
(in which the exchange rate was lower than in the 
general market). Such an operation made it possible 
to stabilize the exchange rate in the two markets within 
a short span and to obtain additional resources in 
national currency (the difference between the sales rate 
of exchange in the general category and the rate at 
which the “swap” was negotiated). This gave rise, 
however, to huge short-term liabilities for which there 
was no foreign exchange available. In addition, the 
public sector ran the risk of having to purchase foreign 
exchange at a higher rate in order to repay “swaps”. In 
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any case, this practice served to shift the existing pres- 
sure on the exchange rate, and to keep the over-valued 
cruzeiro constant. 

A review of budget policy and means of financing 
Treasury deficits brings to light other examples of the 
temporizing nature of economic policy. Its application 
to the different items of public expenditure confirms 
the behaviour patterns discerned in other fields. For 
example, the real wages of civil servants declined during 
the period as a result of the limitations imposed on their 
wage claims. During the years of periodical adjustments, 
the uncontrolled pressures exerted by wages had a 
decisive effect on the level of public expenditure, ac- 
centuating the budgetary disequilibria. Notwithstanding 
the fact that such a wage policy was partly conducive 
to a deterioration of the traditional public services by 
reducing the quantity and quality of the services avail- 
able, the Government obtained real savings therefrom. 
In contrast to the salary and wage policy applied to 
civil servants, transfers increased disproportionately in 
the structure of expenditure. Through a combination of 
measures designed to maintain low transport and com- 
munications rates for political reasons and to meet the 
pressures exerted on those two sectors by the wage- 
earning groups which, besides being in a _ strategic 
position, have had considerable experience in the organi- 
zation of trade unions, the Government assumed heavy 
financial commitments in respect of these sectors, both 
in the administration of public enterprises and in giving 
support to privately-owned maritime and air transport 
companies. Lastly, the amount of capital expenditure 
faithfully reflects the composition of the objectives pro- 
posed in the Target Plan, since the funds appropriated 
remained constant. It is important to emphasize that 
the traditional investments (made outside the Plan), 
which had served to satisfy the political aims of other 
non-dynamic sectors and areas, were maintained. 


As a result of this budget policy, the share of govern- 
ment expenditure in the national product increased. In 
the absence of an adequate system of financing, large 
deficits appeared and became one of the principal 
mechanisms for the expansion of the means of payment 
in the second half of the decade. 


Under the circumstances, the deficits arising during the 
period concerned cannot be attributed to the federal 
tax structure. This consisted of taxes on dynamic 
sources of the economy (personal income and the earn- 
ings of enterprises; consumption of industrial products, 
lubricants, fuels and imported commodities and finan- 
cial movements) and tended to increase fiscal revenue 
disproportionately in a developing economy, since the 
tax rates were ad valorem (this did not happen in the 
case of the smaller political unit—the municipio—a 
fact which, among others, led in 1961 to a constitutional 
change in the system of tax distribution between the 
three political-administrative levels, with a view to 
strengthening the fiscal position of the municipality). To 
sum up, the federal tax structure was flexible in face of 
the rising trend in prices and the change in the com- 
position of the product. Economic policy with regard to 
tax revenue during the decade was positive within the 
normal framework of Brazil’s fiscal system, and operated 
efficiently. In the course of the period the remaining 
specific bases became ad valorem or were frequently 
adjusted. The time limits for tax collection were ad- 
vanced, and the tax bases and aliquots were in some 


degree amplified. Consequently, the tax burden in- 
creased throughout the fifties. However, while in this 
respect economic policy was conducted on such lines 
as to establish a satisfactory system of government 
financing, it failed in relation to the prices of public 
services, particularly in the case of public transport 
rates. The patterns outlined above rendered this item 
of current revenue inflexible, thereby partly generating 
the deficits in the sector concerned, which reached ap- 
proximately 50 per cent of the federal deficit. 


But in spite of the satisfactory tax earnings, the ex- 
pansion of government expenditure would still have 
given rise to deficits in the budget even if public trans- 
port rates had been fixed on a more realistic basis. A 
review of the means of financing such imbalances brings 
to light in various ways the policy of following the line 
of least resistance in the execution of the Target Plan. 

The system for financing the government deficit, save 
for a small proportion covered by the deposit of Treasury 
Bills, consisted in an increase in the loans granted to 
the Government by the Bank of Brazil. Nevertheless, the 
increase in the public sector’s debt to the banking 
system cannot be assumed to be a faithful reflection 
of the primary factor of expansion of the means of 
payment as represented by the government deficits. 
Brazil’s public sector had an additional source of tax 
revenue in the exchange system control based on mul- 
tiple rates. The difference between import and export 
exchange rates replaced the export tax no longer in 
existence. The difference was particularly substantial in 
the case of commodities registering the highest pro- 
ductivity levels (coffee and cacao). The resources thus 
obtained were used primarily for the payment of sub- 
sidies (wheat, paper, fertilizers, etc.), and served to 
guarantee the system of purchasing coffee surpluses in 
order to protect the world price of this commodity. 
The incidence of the coffee retention policy can be as- 
sessed from the figures in table 27. 


Table 27 


BraziL: COST OF COFFEE RETENTION PROGRAMME, 1954-62 


Value of increase 


in stocks As a percentage 
(thousands of millions of the gross 

Year of cruzeiros domestic product 
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Source: SUMOC (approximate figures). 


The liquid surplus remaining after these transactions 
actually constituted an additional source of funds for 
financing the Treasury deficit. Consequently, the balance 
of the exchange agios played the part of an extra- 
budgetary tax in mitigating the impact of the Treasury 
deficit on the means of payment. The amount of these 
balances was dependent upon three basic factors—the 


average surcharge paid by importers (average agio) ; 
the bonus payable to exporters; and the exportable 
coffee output. Exchange policy exercised strict control 
in respect of the first two factors. In an effort to pre- 
vent the external devaluation of the cruzeiro from 
accelerating the upward movement of domestic prices, 
the exchange policy contrived to keep the exchange rate 
as stable as possible. The Government sought to arrest 
the rising trend by expanding the supply of foreign 
exchange, to which end it committed the principal short- 
term credit sources, It also took steps to stabilize the 
exchange rate applied to subsidized imports. Its action 
was reflected in the receipts of the agio fund, besides 
directly affecting tariff revenue (the official dollar rate 
was fixed in relation to the exchange surcharges). The 
Government tried to keep the bonuses paid to coffee 
exporters at the same level for as long as possible. How- 
ever, coffee growers and exporters, operating as an 
organized pressure group, not only succeeded in obtaining 
frequent adjustments in these bonuses, but also enjoyed 
the assurance that their total coffee production would 
be purchased. This policy, besides doing nothing to 
discourage the expansion of production on traditional 
coffee-growing land, since the percentage payable was 
calculated to maintain their rate of return, caused coffee- 
growing on new agricultural land to become a primary 
activity with a high rate of return, thus giving rise to 
an expansionist cycle in the domestic supply of coffee. 
Although this policy, which led to the irrational use 
of factors and, later, to more serious financial problems, 
is open to criticism, it must not be forgotten that it 
provided a basis for the channelling of resources gen- 
erated in the export sector into industrial activities. 
Nevertheless, the adjustment of bonuses and the fluctua- 
tions in coffee production introduced yet another dis- 
torting factor in public sector financing, which in some 
cases accentuated the budgetary disequilibria (as oc- 
curred in 1959). 


The vulnerable aspect of the public sector was in 
some degree offset by the possibility opened up to the 
Government (owing to the high productivity of coffee 
growing in new agricultural areas) of absorbing a pro- 
portion of the income deriving from that sector in 
order to stimulate the import substitution process. 


Thus, the difference between the increment in the 
Federal debt to the banking system and the liquid agio 
balance represented the real disequilibrium in the public 
sector accounts. Absorbed by the system in the form 
of primary expansion of the means of payment, it con- 
stituted the proportion of indirect taxation applied 
through the inflationary movement to sectors ill-equipped 
to protect their real income levels. 


A number of other systems of financing could be 
mentioned as less likely to affect price levels than the 
method of covering government disequilibria adopted 
by Brazil; but such systems would probably have been 
politically impracticable, as borne out by the failure 
of the well-known stabilization policy introduced at the 
end of 1958. 


A first possible approach might consist in increasing 
the tax burden. A study of the questions shows, how- 
ever, that this avenue has been explored extensively and 
tax changes had, in fact, increased the tax burden. 
The results obtained no doubt represented the maximum 
tax pressure which the system was prepared to sustain. 
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To increase the tax burden still further would entail 
a drastic tax reform (consisting in tapping the reserves 
of enterprises, heavily taxing the uppper income brackets 
and modifying the structure of personal expenditure). 
This would mean the transfer of savings from enter- 
prises to the State and the imposition of restrictions on 
specific patterns of consumption. It would be idle to 
stress the impractical nature of these measures in view 
of the forces at play in the system. 

Another method might be for the State to tap a 
proportion of the private sector’s savings through long 
and medium-term credit operations. Such a system 
might have been feasible under different conditions, that 
is, if a satisfactory rate of interest and protection 
against devaluation could have been guaranteed. In 
fact, it might perhaps have been practicable if the 
economy had not been going through a phase of ex- 
pansion with growing investment opportunities, in the 
face of which the resources of enterprises were ob- 
viously insufficient. 

Lastly, the distribution of bank credit might have 
been so modified that the increase in loans to the public 
sector was not accompanied by a parallel increment in 
credit to enterprises. This alternative measure was tried 
out under Brazil’s monetary policy, but promptly dis- 
carded because of the very course followed by the Target 
Plan, the longer and therefore more capital-intensive 
production processes, and the political basis on which 
the Plan was founded. Moreover, the Government 
adopted a cautious attitude to the secondary expansion 
of credit to the private sector to finance its working 
capital. Given the interests at stake, however, the public 
sector could not have acted otherwise. Not to labour 
the point, suffice it to note that the vulnerableness and 
prompt reaction of Brazil’s private sector to any attempt 
to apply a credit restriction policy was accentuated by 
the almost complete dependence of enterprises on bank 
credit for their working capital. Since the country was 
going through a stage of economic progress, the funds 
owned by enterprises were used to purchase fixed 
assets; thus banks played a more important role in 
current transactions and the private sector became 
acutely sensitive to any reduction in credit. 

It is plain, therefore, that the expansionist system in 
respect of the means of payment, which was based on the 
government deficit and incurred high social costs since 
it mainly affected the wage-earning sectors, was the 
result of a variety of interests, which to a certain extent 
combined to maintain the inflationary movement. This 
was not so because the conscious aim of the parties con- 
cerned was to benefit from inflation, but because their 
position within the economic process led them to 
formulate economic policy along the line of least re- 
sistance, which tended to strengthen the inflationary 
movement. In any case, there is no doubt that even if 
this result was not deliberately pursued it admirably 
suited the interests of the industrial sector, which pre- 
dominated in the political sphere. 

To sum up, the foregoing considerations do not mean 
that inflation was pursued directly as an instrument, 
but that it was engendered by the structure and conflict 
of interests in the industrial sector in the conduct of 
economic policy. By guaranteeing credit for that sector, 
maintaining wage levels, and subsidizing and stimulating 
imports of capital goods, the system offered the private 
sector a satisfactory means of savings and investment 
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thus enabling it to take advantage of the industrial 
opportunities opened up by the development of the 
import substitution process, which in some degree 
hinged on the rising trend in prices. The inflation re- 
sulting from the economic policy described above enabled 
both the public and entrepreneurial sectors to tap a 
proportion of the increment in the product through the 
repressive redistribution of income. 


It has been shown that the rising price trend was 
due to a combination of forces aimed at supplementing 
and completing Brazil’s industrial diversification process. 
At the economic policy level, it was the result of taking 
the line of least resistance by introducing the most 
feasible system of financing in the face of the objective 
conditions existing in the country, which marshalled 
energies in the direction established by the Target Plan. 
Such practices were compatible with economic develop- 
ment during that period, in that the prolonged infla- 
tionary process failed to bring in its train the adverse 
consequences predicted for those years,*° and the economy 
registered a high rate of growth for the product and 
reached an advanced stage of industrial integration. 


In theory, of course, the same results could have been 
obtained without so aggravating the disequilibria through 
a more rational and better adapted system and a less 
casual attitude to an annual rate of inflation of over 
20 per cent. Moreover, it should not be forgotten that, 
largely as a result of the practices adopted at the time, 
graver problems were created for the ensuing phase 
and are now besetting the economy, as will be seen 
below. Still, in so far as development is not a laboratory 
model but a historical process in a community, marked 
by its characteristic features, it is open to question 
whether there is anything to be gained from assessing 
the value or moral worth of a policy which has shown 
itself to be so effective, at least in relation to the targets 
enunciated at that stage. 


4. BALANCE SHEET FOR THE PERIOD 


The conclusion of the Target Plan in some degree 
coincided with the end of the long industrial diversifica- 
tion process of Brazil’s economy within the framework 
of the import substitution development model. The in- 
dustrialization induced by the external bottleneck, which 
was a typical feature of the model, started in the 1929 
Depression and reached its peak in the second half 
of the fifties. During this period, the former economic 
growth rates were surpassed under the Target Plan. In 
1957-61 the gross domestic product increased by 7.9 
per cent annually, against 5.2 per cent annually in the 
preceding five-year period. This was the result of the 
concentrated investment effort that went into the institu- 
tion of a vertically-integrated industrial system in which 
capital goods and basic inputs sectors carried consider- 
able weight. Although this structure still presented 
some gaps, the main objective was realized. At the be- 
ginning of the sixties Brazilian industry already displayed 
the features of a mature economy. 


As regards the subsequent stage of economic develop- 
ment, the most significant factor was the rapid import 


85 Werner Baer, “Inflagao e eficiéncia econémica no Brasil”, 
published in the Revista Brasileira de Ciencias Sociais, vol. TI, 
o. 1. This article adduces convincing proof that Brazil’s state 


of inflation during that period did not have the adverse results 
classically imputed to it. 


substitution process in respect of capital goods. The 
import content in the domestic supply of these goods 
dropped from 54 per cent in 1949 to 33 per cent in 
1958. In view of the flexible nature of the metal- 
transforming industry established, and the existence of 
a certain degree of under-utilized capacity in the sector, 
it would seem that once certain problems (engineering 
deficiencies, lack of internal financing for sales, etc.) 
were solved, small supplementary investments would be 
sufficient to ensure that substitution in respect of capital 
goods, already potentially accomplished, would far ex- 
ceed that indicated by the coefficient mentioned above. 
A recent ECLA study*® shows that 80 per cent of the 
equipment required for the expansion of the basic 
sectors could be produced locally by the existing in- 
dustrial inventory. Parallel with industrialization, the 
period witnessed the supremacy of the urban sector and 
confirmation of its sway over the mechanisms of policy 
decisions. These two factors combined to enable the 
economy, for the first time, to lay down guidelines for 
its future development quite independently of its rela- 
tions with the rest of the world. Some of the prerequisites 
for a dynamic development process could already be 
discerned. 


However, the events described above do not mean that 
industrialization through import substitution has con- 
duced to the shaping of a developed economy. Economic 
development, in by-passing the primary sector, the less 
developed regions and the major segment of the popula- 
tion, accentuated the existing sectoral, regional and social 
disparities. But at the same time it created the requisite 
conditions for levelling out these disparities by setting 
up an integrated industrial structure.?? 


The intensification of the structural disequilibria in 
the final stage of Brazil’s import substitution process 
may be summed up as follows. Although the supply of 
agricultural commodities increased by 4.6 per cent 
annually between 1947 and 1961, i-e., slightly faster 
than the population growth (3.1 per cent), the average 
productivity of the land remained practically the same, 
the increment in supply deriving mainly from the new 
lands cultivated. In the last decade, the population 
“employed” in the primary sector increased by over 
41 per cent, which caused the product generated per 
agricultural worker to remain at virtually the same 
level. At 1949 prices, the per capita product of the 
primary sector went up by 10 per cent between 1950 
and 1960. While it is true that a study of the over-all 
data available fails to reveal the progress achieved in 
some agricultural areas, the figures given above clearly 
illustrate the wide disparity between the primary and 
urban sectors, which is particularly dramatic as over 
half Brazil’s population belongs to the stagnant primary 
sector. 

The regional disparities can be explained by reference 
to history, ie., the existence of a number of primary- 
exporter economies in Brazil and the fact that only one 


36 The manufacture of industrial machinery in Latin America. 
I. Basic equipment in Brazil, op. cit. 

871It should be borne in mind that the creation of such condi- 
tions does not mean that a likely solution is within reach. More- 
over, there is no indication that the future course of Brazil’s 
development will be in the direction of removing the disparities. 
In so far as a prediction is possible, everything seems to point 
to the intensification of the sectoral and social disparities in the 
near future. 


of them—the Centro-sul area—has generated an import 
substitution process. The relative autonomy of this 
centre’s development was responsible for the slow start 
of a horizontal integration process. It is only in the 
last few years that an expansionist movement has taken 
shape in the most developed area, concurrently with the 
dynamic growth of the formerly stagnant sectors. With- 
out going into the reasons for this situation, the following 
figures illustrate the extent of the disparities existing 
between one area and another. In 1959 the per capita 
income in the richest State of the Nordeste (where one- 
third of Brazil’s population lives) was 30 per cent of 
the average income of Sao Paulo, a centre of dynamic 
growth. The same year, while the per capita income of 
Guanabara, the richest state in the country, was over 
76 per cent of that of Sao Paulo, the level registered in 
Piaui, the poorest state, was only 16.2 per cent. 


As regards the social disparities, few data are avail- 
able to determine them accurately, It is likely, how- 
ever, that they were aggravated in the course of the 
industrial process.** It is not proposed to deal here 
with the obvious developments emerging from the com- 
bination of the two disparities mentioned above. The 
fact it is wished to bring out is that, in spite of the 
swift pace of industrial expansion, the creation of in- 
dustrial employment opportunities in the fifties lagged 
behind population growth; thus, industrial employment 
increased by 29 per cent between 1950 and 1960, as 
against a population growth rate of 37.2 per cent. This 
situation, allied to the population shift from the country 
to the town, led to the formation of a marginal sector 
comprising a large proportion of Brazil’s urban popula- 
tion. Its size has yet to be determined, but its existence 
is manifest in the growth of the poverty stricken popula- 
tion of the shanty towns. To a certain extent, this plenti- 
ful source of unskilled manpower had an adverse effect 
on wage negotiations in this sector. Moreover, the type 
of industrialization achieved tended to favour skilled 
labour disproportionately in terms of employment op- 
portunities and salary increases. Given the fact that, 
in 1950, barely 60 per cent of the urban population was 
apparently integrated in the high-productivity system, 
that according to the data given above this proportion 
probably shrank during the past decade, and that 55 
per cent of Brazil’s rural inhabitants registered far 
lower levels of living than the urban population, the 
cleavage in the structure of Brazilian society is obvious. 
Over and above the social disparities, it should be borne 
in mind that the public sector’s investment and social 
expenditure policy does nothing to mitigate them. The 
populations by-passed by the economic process have 
hitherto failed—owing to their inability to take part 
in the economic life of the nation and, consequently, 
to their poor trade union organization—to derive any 
benefit from the economy’s increments in productivity. 
Often the economic conditions of migrants from the 
country deteriorate because of the inevitable inertia 
prevailing in areas of urban concentration. 

Although public recognition of the existing disparities 
and the concern aroused thereby has been a burning 
political issue in Brazil in the last few years, it can 
hardly be said to have constituted one of the keynotes 
of the previous evolution of the economy. 


38 The evolution of the real wage series indicates an improve- 
ment, in absolute terms, in the standard of living of the popula- 
tion integrated in the high-productivity system. 
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In addition to the foregoing problem, two other facts 
can be singled out from the Plan period that significantly 
foreshadow the problems of economic policy in the last 
three years of the period under review. 


In the first place, mention should be made of what 
might be termed the “exhaustion” of the possibilities 
of financing the capital formation process by inflationary 
means. It has already been shown tthat during the execu- 
tion of the Target Plan, as far as inflation was concerned, 
an attempt was made to mitigate its more immediate 
effects, while at the same time the nucleus of decisions 
that sustained the inflationary process itself remained 
in force. The success of the Plan made this policy pos- 
sible inasmuch as the rapid rate of economic growth 
eased the tensions arising from the conflict of decisions. 
It did not, however, get rid of them altogether. It only 
put off the date of their eruption in the form of price 
exponential. An optimist might suppose that the greater 
economic flexibility and the increase in internal supply 
which would be the ultimate outcome of the Plan would 
establish conditions a posteriori for the efficient control 
of inflationary movements. But he would be overlooking 
an elementary fact inherent in the tactics pursued in 
the second half of the fifties. After a prolonged period, 
there is a risk that the inflationary process will be- 
come dissociated from the factors that gave rise to it 
and, in this sense, autonomous. Moreover, reliance on 
the possibility of checking the rising trend of prices 
from above, through an increment in supply, would 
imply, as a corollary, the continuity of the investment 
process, and that would mean a future resurgence of the 
financing problem as had to be tackled during the period 
of the Plan. Consequently, such a hypothesis would only 
be viable if the structural changes in the economy had 
placed at the disposal of the public sector (including 
State enterprises) an alternative mechanism for the 
tapping of voluntary savings. 


In these circumstances, an intensification of the in- 
flationary process becomes a natural derivative of the 


Target Plan, in default of a substantial enlargement of 
the capital market, whether for public or for private 
securities, The fact that other factors were subsequently 
combined with this trend, including disturbances of a 
political and social nature, which tended to step up 
inflation, affords no grounds for refuting the assertion 
that the Plan was the mainspring of the marked upward 
trend of prices in the last few years. It did in fact 
exhaust the possibilities of the former pattern of in- 
flationary financing before an alternative mechanism 
had made its appearance within the economy. 


Secondly, a glance at the private sector will show 
that the Plan system had furnished it with a mechanism 
for self-financing through the tapping of enforced 
savings, which was based on the lack of control over 
widespread price increases (with the exceptions quoted 
above) and on the subsequent monetary support deriving 
from the combination of substantial deficits with prompt 
attention to the private sector’s applications for credit. 
But this mechanism, rendered viable by the rapidity of 
development, likewise tended to wear out its own 
possibilities in the course of its operation. As wage 
adjustments—with the gradual creation of weapons of 
defence—grew bigger and more frequent, is was left 
for the private sector to intensify the inflationary process 
by resorting to anticipatory price adjustments. But 
this, as will be readily understood, became increasingly 
difficult as the economy was swept into spiralling 
inflation. 


Consequently, at the beginning of the ensuing period, 
the national economy was faced with the fact that all 
these latent tensions were close to breaking-point. More- 
over, the circumstances were no longer the same as in 
the previous decade; the maladjustments emerged in a 
more diversified economy, with more capital-intensive 
production processes and with major sectors that were 
highly sensitive to fluctuations in the rate of growth, 
and therefore vulnerable to an internally-generated con- 
junctural depression. 


Vv. THE TARGET PLAN INSTRUMENTS 


The purpose of this section is to describe the group 
of instruments used for the Target Plan; to indicate the 
factors that determined the choice of certain somewhat 
unaccustomed expedients; and to show how, in the course 
of the execution of the Plan, a system was established 
for the co-ordination of these instruments in relation to 
the various objectives pursued, which, although inade- 
quately formalized, in practice worked quite well. 


For the purposes of implementing the Plan, the in- 
struments inherited from previous periods were brought 
into service, their mode of operation, in some cases, 
being adjusted to the Plan’s requirements; and, in 
addition, new ones were forged to deal with specific 
problems, in conformity with a markedly pragmatic 
criterion. The new instruments seem to have been selected 
on the principle of choosing those which would represent, 
politically speaking, the lines of least resistance. This 
consideration over-rode all others relating to their eco- 
nomic merits. The practices adopted under the Target 
Plan are indicative of almost complete indifference to 
the problem of instruments and institutions for its own 
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sake—except in the cases of the 1957 customs reform 
and the Federal tax on consumption, to be discussed 
below—and in fact resulted in the exhaustion of the 
instrumental possibilities afforded by the legal frame- 
work inherited from the preceding decade. They may 
be said to have constituted an investigation of how far 
the juridical potentialities of the old economic order 
could be exploited for the establishment of a new sys- 
tem. As will later be seen, the realization that these 
potentialities could be turned to no further account was 
to be one of the mainsprings of the discussion of eco- 
nomic policy in more recent years. 


1. THE SITUATION IN THE MID-FIFTIES 


The description of the Target Plan instruments may 
usefully be preceded by a brief review of the situation 
in this respect at the time of the Plan’s adoption. Such 
an evaluation will make it much easier to understand 
the raison d’étre of the solutions devised in the second 


half of the decade. 


_Although in many instances the existing tax schedules 

yielded little revenue, the system was broad enough to 
cover almost all objects of taxation. For example, levies 
on foreign trade comprised a low specific import duty 
(1937 schedule), and a 5-per-cent ad valorem tax on 
exports collected by the state governments. Personal 
income tax was schedular in character (differentiating 
between earned income and income from property) and 
progressive in accordance with the level of individual 
income. Enterprises paid ad valorem taxes on their total 
profits. Taxes were likewise payable to the Federal Gov- 
ernment on the incorporation of financial reserves into 
the capital of enterprises and the revaluation of assets. 
Two taxes were levied on expenditure: one whose in- 
cidence was universal and cumulative (falling on transac- 
tions at all levels) on the basis of a fixed proportion, and 
the other differentiated according to the final product 
concerned. The former, on sales and consignments, was 
the tax that yielded most revenue in the Brazilian sys- 
tem, and was a state levy, The second—an excise tax 
on consumption—was federal. Operations relating to 
petroleum and petroleum products, production and con- 
sumption of electric power and mining activities enjoyed 
special tax treatment, under the Federal Government. 
Financial and banking transactions and juridical pro- 
ceedings were subject to Federal Government taxes which 
varied in their incidence, form and régime, and were 
aggregated in the Brazilian tax system under the head 
of stamp duties. These were the principal taxes, but 
there were others on landed property (state), urban real 
estate (municipal), property transactions inter vivos 
(state) and transfers of property mortis causa (state), 
besides innumerable minor taxes mainly at the muni- 
cipal level. 


The social security system was already firmly estab- 
lished, and was based on equal contributions made by 
the employer and the employee. Its component institu- 
tions collected substantial financial resources. 


All the traditional powers of intervention in the mone- 
tary flows (determination of the rates of interest and 
of rediscounting, of the cash-holdings/deposits ratio, 
and of credit operations, etc.) were distributed among 
SUMOC, the Ministry of Finance, and the government 
bank (Banco do Brasil). The lack of a central bank on 
the classic pattern may be partly explained by the im- 
portance of the official bank, which, besides being the 
Government’s financing agency, directly controls over 
40 per cent of total private banking operations, acting 
as the biggest commercial bank in Brazil. 


Public long-term credit instruments were almost en- 
tirely non-existent. In face of legal restrictions that 
prevented the authorities from issuing securities ad- 
justable to the rise in prices, Brazil's long-standing 
inflationary process had destroyed this traditional source 
of government funds. The list could be lengthened if 
reference were made to the network of savings banks 
(Caixas Econémicas) —mortgage credit institutions which 
collected small individual savings—the system for the 
control of insurance and reinsurance operations, the 
body of legal provisions relating to the treatment of 
external savings, and so forth. All this reveals the ex- 
tent of the conventional powers invested in the Brazilian 


State. 


Reference to foreign exchange measures has been de- 
liberately reserved as the last item in this brief enumera- 


tion. The instruments noted above seem to have pas- 
sively fulfilled the functions traditionally assigned to 
them. No trace was so far visible of any interest in 
using them for the declared purpose of implementing 
development policy. Only exchange rates tactics, after 
the 1953 reform, had broken through the prevailing 
torpor in this respect, inasmuch as they had undergone 
an adjustment which permitted the derivation of fiscal 
resources from external trade flows and the application 
of a selective import policy and differential incentives 
to industrial development. For this very reason, how- 
ever, the structure of exchange rates had by that time 
departed considerably from its orthodox pattern. 


At the date in question, Brazil’s exchange system was 
organized in such a way as to enable the Government, 
in default of efficient taxation on imports and exports, 
to appropriate a share of the income generated in rela- 
tions with the rest of the world. At the same time, it 
operated selectively, making it possible for imports 
deemed essential to be subsidized. For reasons which 
there is no need to enumerate, it became the most power- 
ful of the instruments of economic policy. Since its 
main features and objectives have already been analysed 
in the context of exchange policy, the point will not be 
further dwelt on here. 


Some characteristic features of the machinery avail- 
able for the purposes of the Target Plan may be noted. 
First and foremost comes its lack of co-ordination, The 
State failed to realize the potential radius of action of 
the instruments at its disposal, which, if they were en- 
visaged as a whole, often exceeded the mere sum total 
of their separate powers. Each instrument was handled 
within its own specific field of action, according to a 
particular hypothesis—usually conservative and tacit— 
which was sometimes incompatible with the underlying 
assumptions adopted in other sectors of public activity; 
and its recognized range was limited by a definition 
restricted to its immediate impact. Consequently, the 
machinery available was kept in separate compartments 
instead of being properly fitted together. Up to a point, 
the Target Plan was to explore the inherent possibilities 
of the existing instruments, simply by bringing their 
powers to light and roughly co-ordinating them. 

A long list of factors is responsible for the lack of 
even partial co-ordination of the instruments of economic 
policy in the phases preceding the Target Plan. 


The root cause is to be found in a situation peculiar 
to an under-developed country of continental dimen- 
sions. Since its internal production systems were at dif- 
ferent stages of their evolution, multi-directional aims 
sprang up in response to aspirations that were at vari- 
ance with one another. The lack of regional and sec- 
toral integration, concomitant with a polycentric system 
for the formulation and execution of policy, meant that 
the group of instruments used was divided up likewise. 


The most specific aspect of this polycentric character 
of the Brazilian economy was that it even permitted the 
distribution of tax resources among the three levels of 
politico-administrative organization (Federal Govern- 
ment, states and municipios). The smaller units handled 
tax revenue equivalent in the aggregate to that collected 
by the Federal Government, and significant powers were 
delegated to them by the Constitution. It is important 
to note that the states (the middle step in the scale) are 
liberally endowed with resources, a fact which is in 


187 


contrast with the limited role they play in other Latin 
American federal systems, and reflects the existence of 
separate economies rather than of subordinate entities 
as in the familiar types of federation. 

Another factor which did much to prevent co-ordina- 
tion consisted in what, by a stretch of language, might 
be termed the “simplicity” of the problems that eco- 
nomic policy was called upon to tackle. An economy 
that reflects external conditions and whose internal 
organization is not very complex does in fact tend to 
formulate its economic policy solely in response to 
external challenges. These confront it with alternatives 
which, while often entailing an indubitably painful 
choice, are almost always clear-cut and few in number, 
so that complex machinery is not required. It has been 
shown how the first stage of industrial development was 
negotiated without the application of any deliberately 
concerted policy, merely through the manipulation of 
exchange rates. If this “simplicity” is contrasted with 
the instruments and adjustments needed to safeguard 
the rates of employment and of development in an econ- 
omy which possesses a diversified capital goods industry, 
the point it is desired to make will be clear. 

Certain highly favourable circumstances, however, were 
encountered by the formulators of the Plan. Firstly, the 
State’s assumption of the role of “innovator-entrepreneur” 
was already an accepted fact. Ever since the Second 
World War, with the introduction of blast furnace steel- 
making, with the expropriation of the former rail and 
maritime transport enterprises—in a process of state 
absorption of the losses suffered by the transport sector, 
where the level of productivity was low and that of trade 
union organization high—and then with the constitution 
of the Compangia Hidrelétrica do Sao Francisco in 
1948 and that of PETROBRAS in 1954, etc., Brazil’s 
public sector had been fulfilling important entrepreneurial 
functions. Thus the idea had already been incorporated 
into national practice, and the Plan was spared the 
ideological conflicts that inevitably mill around such an 
expansion of state activities, and that might have placed 
political obstacles in its way. 


The second favourable factor consisted in the previous 
establishment of an initial set of instruments of develop- 
ment policy already referred to, which were handed on 
to the Plan (BNDE created in 1952; exchange incen- 
tives introduced in 1953; the formulation of a policy 
to attract external savings; and so forth). Here again, 
the fact that these instruments already existed reduced 
the need for innovations which might have aroused 
debate and opposition. 


2. KEY INSTRUMENTS FOR THE ESTABLISHMENT AND 
EXECUTION OF THE TARGET PLAN 


It is useful to bear the foregoing observations in mind 
when the instruments adopted as means of executing the 
Target Plan are passed in review. As already pointed 
out, the lines of least political resistance were followed 
in this respect, the theoretical propriety and exact preci- 
sion of the instrument being sacrified to its short-term 
efficacy, In this period, with few exceptions, no interest 
was shown in overhauling the existing machinery and 
redefining the role of the State. The old apparatus was 
brought into intensive service, with partial adjustments 
only, as in the past, regardless of any general definition 
of the task to be undertaken. However, owing to the 
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increasing complexity of the objectives implicit in the 
more advanced stage that industrialization had reached, 
some instruments were improved to a certain extent 
(foreign exchange budgets, funds for financing purposes, 
etc.) and an incipient attempt was made to integrate the 
existing machinery (executive groups for the co-ordina- 
tion of incentives to private industrial enterprise). 
During the period an embryonic central planning agency 
(the Development Council—Conselho de Desenvolvi- 
mento) was likewise instituted, though with little suc- 
cess. Such advances were of a markedly pragmatical and 
empirical character. Progress in this field was con- 
fined to what was strictly necessary for the direct attain- 
ment of the objectives set up. No independent effort 
was made to establish more fully integrated machinery; 
on the contrary, the unco-ordinated and makeshift char- 
acter of the instruments of economic policy persisted 
and was, up to a point, aggravated. But because they 
had been fashioned in the course of the industrialization 
process, the system of governmental action resulting 
from these piecemeal and marginal adjuncts to the 
old pattern proved exceedingly efficacious. In any case, 
it should be borne in mind that the general charac- 
teristics indicated apply to the machinery considered as 
a whole; in respect of the sub-group of instruments 
used for implementing the Target Plan, a measure of 
coherence was indubitably achieved. 


Briefly, the Target Plan machinery comprised the fol- 
lowing key elements. As regards the objectives for whose 
attainment the public sector was responsible, the neces- 
sary instruments were secured through the combination 
of flexible administrative patterns (state and semi-public 
enterprises) with the earmarking of funds for financing 
purposes that were not subject to budget cuts. In the 
case of private-sector targets, the system was based 
on a set of powerful incentives which were granted 
through co-ordinating agencies (executive groups). The 
work of co-ordinating programmes and ensuring their 
complementarity was centralized on the one hand in 
BNDE, which issued long-term loans and guaranteed 
foreign credits, and on the other in SUMOC, through 
which preferential import treatment and external re- 
sources were obtainable. 


These various elements may now be individually 
examined. 


(a) Instruments for attaining public sector targets 


_ The construction of the upper strata of an integrated 
industrial pyramid entailed the public sector’s assump- 
tion of direct responsibility for a number of sectors, 
whether on account of their low rates of return, or 
because of the substantial resources required and the 
long time it would take for investment to mature. Thus, 
as Brazil’s industrialization process made headway, the 
traditional responsibilities of the public sector were 
augmented by the tasks of increasing the power supply, 
managing the transport sector and undertaking the do- 
mestic manufacture of certain basic inputs, notably 
products of the iron and steel industry. Owing to the 
very nature of these activities, their development on 
lines compatible with requirements necessitated the pro- 
jection of future demand, strict programming of invest- 
ment and a guarantee of continuity in respect of financ- 
ing. The old administrative structure and the traditional 


budgetary methods proved totally unfitted to fulfil these 
requisites. 


In the first place, the establishment of such activities, 
besides calling for exactitude in project preparation and 
research, requires plenty of administrative flexibility for 
the purposes of recruiting technical personnel, collecting 
resources, obtaining external financing, and so forth. 
Brazil’s old administrative system—a legacy of the liberal 
State—rigid, awkward and stuffed with prejudices, 
lacked the necessary elasticity to meet the demand for 
changing forms of action. Thus, either it had to be 
brought up to date, or a new operational system of 
administrative units had to be established alongside it. 
The exact significance of the decentralized®® administra- 
tions in Brazil is difficult to evaluate. A survey carried 
out in April 1961 by the Technical Advisory Council 
(Assessoria Técnica) of the Office of the President of 
the Republic estimated the central government’s budget 
expenditure for the year at 271,000 million cruzeiros, 
as against 610,000 million in the case of the decen- 
tralized administrations. The survey covered 65 decen- 
tralized agencies at the federal level. Another quantita- 
tive indication of the importance of the administrative 
agencies of a more flexible type may be found in the 
Revista Brasileira de Economia (March 1962). Research 
carried out showed that in 1959 twenty-one public 
enterprises operating in the fields of industry, trans- 
port and communications, and financing accounted for 
9.9 per cent of the total income of those sectors of the 
national economy, and invested amounts approximately 
equivalent to the sum of the remaining federal invest- 
ments. An important point is that 92 per cent of the 
gross savings of the public sector was generated within 
the enterprises concerned, a fact which denotes their 
high rate of capital formation. 


In connexion with the transport and energy network, 
as well as with certain industrial activities, powerful 
semi-public bodies grew up in Brazil in the course of the 
decade. Highway programmes are basically in the hands 
of the autonomous Departamento Nacional de Estradas 
de Rodagem (DNER). In the railway sector, a holding 
enterprise—Réde Ferrovidria Federal S.A. (RFERSA)— 
was set up in 1958; it fused more than 18 independent 
companies, and was recently converted into a semi- 
public agency, under the title of Departamento Nacional 
de Estradas de Ferro (DNEF), to manage the sector’s 
rehabilitated financing fund. Merchant shipping is under 
the control of the Comissao de Marinha Mercante. In 
this sector, which is almost entirely in the hands of 
the public sector, the Federal Government possesses vari- 
ous enterprises, the most important being Lloyd’s of 
Brazil (Loide Brasileiro) and a national coastal ship- 
ping company (Companhia Nacional de Navegacao Cos- 
teira). In the electric energy sector, which is under the 
jurisdiction of another semi-public institution, the Con- 
selho Nacional de Aguas e Energia Elétrica (CNAEE), 
innumerable enterprises have been established, and, in 
1962, the holding company, ELETROBRAS, was set up. 
Mention must also be made of the national petroleum 
monopoly, PETROBRAS, instituted in 1954; the gov- 
ernment-owned steel mills; the companies exporting iron 
ore and manufacturing soda ash (barilla); the national 
motor-vehicle industry (Fabrica Nacional de Motores) ; 
and the curious NOVACAP, the enterprise that built 


Brasilia. 


89In the broad sense of not being subject to the body of 
administrative and accounting rules and regulations in force for 
the traditional government services. 


_On the other hand, in the absence of a central plan- 
ning system for public investment, the methods of draw- 
ing up the budget used in Brazil were not calculated to 
ensure the continuity of activities which by their very 
nature entailed substantial long-term investment. The 
budget, subject as it was to the political pressures of 
the day, would probably have been the cause of undesir- 
able interruptions and fluctuations in infrastructure in- 
vestment programmes. 

Brazil’s system of drawing up the budget reflects the 
polycentric formulation of economic policy objectives 
referred to above, and the parcelling-out of the ma- 
chinery used. The central organ responsible for prepar- 
ing the budget, the Departamento Administrativo do 
Servigo Publico (DASP), is not equipped to formulate 
financial policy proposals or to organize the various 
investment programmes on a basis of mutual com- 
patibility. All it really does is to collect and file applica- 
tions for financing in accordance with formal accounting 
procedures. The resulting body of requests is not subject 
to any preliminary financial control or over-all evalua- 
tion of priorities. When all the applications have been 
formally assembled at the level of the Executive, they 
are transmitted to the Legislature, and at that stage are 
further augmented by the inclusion—still without any 
prior definition of financial policy or of general guid- 
ing principles—of many other appropriations which 
have their origin in isolated groups of interests. As a 
result of these accretions, the budget is difficult, if not 
impossible, to put into execution. The Ministry of Fi- 
nance then draws up a plan of the cuts to be made in 
the allocations (the so-called “economy plans”), and 
when these deductions have been effected, the real na- 
tional budget is arrived at. Alongside it, however, legal 
provisions exist under which certain outlays can be 
made without the corresponding approval of budget al- 
locations by Congress. What is more, as the budget for 
any particular year was drawn up nearly two years 
previously, the rapidity of the inflationary process makes 
its figures so unrealistic that recourse to special credits 
becomes a routine necessity. By virtue of the powers re- 
ferred to, it is the Ministry of Finance that in actual 
fact is responsible for the budget, which partly accounts 
for its position of eminence in Brazil’s administrative 
system, since it is the body that in practice defines over- 
all budgetary policy. But it does so at the end of the 
process of preparing the budget, instead of following 
the more rational course of laying down guidelines at 
the outset. What is more, generally speaking, it for- 
mulates, the plans for the cuts in the light of strictly 
financial considerations, with disproportionately adverse 
consequences for those sectors which at the moment 
possess the least political bargaining power. Naturally, 
such a routine follows no permanent guiding principles, 
and an undesirable financial vulnerability is thus im- 
parted to long-term programmes. 

In face of this twofold challenge, financing funds ear- 
marked for special purposes*® and autonomous public 


40 At the present time, the mainstay of investment in the trans- 
port and energy sectors is constituted by the following system of 
specifically allocated funds: Fundo Rodoviario Nacional. In exist- 
ence since 1945, and reorganized in 1956, this Fund supports the 
road-building and repair programme. In 1956 it absorbed 75 per 
cent of the revenue accruing from the substantial extra-budgetary 
taxation on fuels and lubricants of mining origin. It now receives 
90 per cent of this revenue. The resources in question are dis- 
tributed among the Federal Government (40 per cent) and the 
states and municipios (60 per cent), but can only be applied in 
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bodies or State enterprises were gradually brought into 
being in the course of the industrialization process, with- 
out any predetermined plan, notably in relation to the 
various branches of the twin sectors of transport and 
energy. As was to be expected, these two characteristic 
features were definitely consolidated in the institutional 
framework, in the course of the execution of the Target 


Plan. 


The constitution of special financing funds has been 
criticized on account of the increasing rigidity intro- 
duced into the pattern of public expenditure. It is esti- 


connexion with those highways for which provision is made in the 
National Plan approved by the Legislature and controlled by 
DNER. 

Fundo Nacional de Pavimentacdo. This Fund, established in 
1953 and brought into operation in 1955, consists of 30 per cent 
of the exchange surcharges payable on imports of petroleum and 
petroleum products (difference between the petroleum import 
dollar and the parity rate declared to the International Monetary 
Fund). It is allocated in the following proportions: 80 per cent 
for the paving of highways, on the basis of criteria similar to 
those governing the application of the Fundo Rodovidrio; and 20 
per cent for replacing branch railways with low rates of traffic 
density by highways. 

Fundo Nacional de Investimento Ferrovidrio. Created in 1962 
by means of an appropriation of about 3 per cent of Federal tax 
revenue, this Fund is earmarked for the modernization and 
expansion of the railway network, in accordance with a National 
Plan. In fact, since the beginning of the forties various systems 
for vesting resources in rail transport programmes have been 
developed on the basis of railway tariff and freight surcharges. 
From 1957 to 1962, funds deriving from taxation on fuels (10 per 
cent) were used for building up the capital of the holding enter- 
prise in this sector. Only now, however, as the reflection of a 
substantive change in national transport policy, have considerable 
sums been allocated to this branch of activity. 


Fundo Portuario Nacional. This Fund was constituted in 1958, 
on the basis of maritime freight surcharges and a proportion 
(8 per cent) of the revenue for customs duties. Its aim was to 
guarantee substantial resources for the port and harbour projects 
defined in a national plan, for which the resources previously 
available had been negligible. 


Fundo de Marinha Mercante. Organized in 1958, in order to 
increase the tonnage of the merchant fleet and ensure reservation 
of the market for Brazil’s incipient ship-building industry, this 
Fund is composed of freight surcharges and a proportion (32 per 
cent) of revenue from the customs clearance charge (5 per cent 
of the value of the goods imported). 


Fundo Federal de Eletrificacdo. This was formed in 1954, on the 
basis of taxation on electric power and 4 per cent of the revenue 
accruing from the federal tax on consumption. Substantial as were 
the resources at its disposal, the Fund proved inadequate in face 
of the magnitude of the investment needed by the sector. In 1962 
it was strengthened by the increase of the traffic rates for electric 
power consumption and their conversion from specific to ad 
valorem terms, as well as by means of a compulsory loan operation. 


Mention may be made of other appropriations vested in the 
transport and energy sectors. Funds deriving from the launching 
of a compulsory loan arrangement with owners of vehicles and 
other consumers of petroleum and petroleum products, from total 
taxation on motor-vehicles and imported or domestically-produced 
spare parts, and, in 1957-62, from a proportion (15 per cent) of 
taxes on mineral fuels, were channelled into PETROBRAS, for 
capital formation purposes. In view of the high rate of return in 
the petroleum sector, the subsequent constitution of a permanent 
financing fund was not necessary. For the construction and im- 
provement of airports, 15 per cent of the customs clearance 
charges was allocated in 1957, forming the Fundo Aerondutico. 
And, lastly, in 1960, 1.5 per cent of federal tax-revenue was ear- 
marked for the Comissao Executiva do Plano do Carvao Nacional, 
basically with a view to the construction of thermo-electric plants 
and small steel mills consuming low-grade coal which had to be 
produced and which was no longer used by the railways because 
of the introduction of diesel engines. It was hoped that this would 
be a means of solving the structural crisis in the coal industry. 
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mated that in 1964 42.3 per cent of the Federal Govern- 
ment’s budgetary income is earmarked for specific 
purposes.*! However, it should be recognized that, in 
the conditions prevailing at the present stage of Brazil’s 
history, what the constitution of these funds amounts to 
is the establishment of a fragmentary system of long- 
term public investment planning. More rational and ap- 
propriate alternative procedures could of course be 
propounded. But since so far all schemes of this kind 
have failed, it may as well be acknowledged that the 
system of earmarked funds, because of its direct rela- 
tion to the real and immediate interests of public works 
entrepreneurs and producers of heavy equipment, is in 
harmony with the outlook of the authorities and of 
the general public. It is, in fact, a primitive form of 
public investment planning, and lays the foundations 
on which a better system can subsequently be built up. 


Similarly, some have sought to detect doctrinaire 
leanings in the continual organization of state enter- 
prises. Here again, despite the exception constituted by 
the petroleum enterprise, the course pursued has been 
much more a matter of adopting solutions imposed by 
the objective conditions of economic change, than the 
outcome of a deliberately doctrinaire policy. This asser- 
tion is corroborated not only by the attitude of the 
state enterprises, which, in essence, serve the interests 
of private industry (selling products at convenient prices, 
specializing in the lines of activity whose rate of return 
is lowest, etc.), but also by the very process through 
which the state acquired ownership of many of the units 
concerned. Jn some instances (for example, the transport 
network) they passed into the hands of the state when 
they ceased to be profit-making (either on account of 
subsidized prices or because of the rise in operational 
costs), which really meant that the burden of subsidiz- 
ing consumption was transferred to society as a whole. 
In other instances (the energy and steel-making sectors) , 
the state became the entrepreneur when the functions 
of a producr were forced upon it by the private sector’s 
inability or unwillingness to undertake activities whose 
development was intrinsically to the interest of its mem- 
bers as consumers of the inputs manufactured. The 
argument that if the state became a producer on account 
of the low rate of return of enterprises, this was because 
power prices were fixed at such a level as to render the 
sector non-profit-making. can be refuted by the question: 
who reaped the direct benefit of the low power tariff, 
the state or the industrial consumer? Any analysis 
clearly shows that the policy of state enterprises was 
in line with the immediate interests of the industrial 
sector. Similarly, it is difficult to find any case (save 
that of petroleum) in which an activity was diverted 
into the hands of the state against the will of the sector 
naien in practice formulated the economic policy of 

razil, 


Be this as it may, the combination of financing funds 
plus state and semi-public enterprises unquestionably 
constituted the mainspring of the Target Plan’s ma- 
chinery for pursuing those sectoral objectives that were 
the direct responsibility of the public sector. In view 
of the system established, each sectors’ programme was 
bound to be worked out separately. It is true that the 
essential nature of the sectors concerned gave rise, how- 
ever restricted their programming approach, to some 


41 Draft federal budget for 1964. 


consideration for and reference to the other sectoral 
targets. This procedure, however, would have been only 
an erratic and unsatisfactory means of ensuring the com- 
patibility of programmes, but for the emergence of the 
Banco Nacional de Desenvolvimento Econdmico (BNDE) 
to discharge the necessary role by acting as a sup- 
plementary financing agency and by guaranteeing loans 
in foreign currency. 


In 1952, under the pressure of the tasks imposed by 
the rapidity of economic growth, BNDE was set up 
as a credit institution specializing in long-term financing 
for the development of the key sectors of the national 
economy. The Bank is authorized to co-operate in the 
financing of projects relating to railway transport, port 
facilities and waterborne traffic, generation of electric 
power, basic industries, storage and processing of agri- 
cultural commodities, mechanization of farming, rural 
electrification and the supply of potable water. It re- 
cently began to operate on a modest scale in the sphere 
of financing sales of domestically-produced capital goods. 


Apart from granting credits on the basis of low rates 
of interest and long amortization periods, the Bank is 
empowered, in relation to the activities listed above, to 
guarantee loans or other financing facilities obtained 
from abroad, to underwrite, temporarily or permanently, 
part of the capital of enterprises and to issue loans to 
entrepreneurs and suppliers for the purposes of the 
projects considered. 

The financial mainstay of BNDE is the Economic Re- 
equipment Fund (Fundo de Reaparelhamento Econé- 
mico), formed by income tax surcharges and compul- 
sory deposits of a proportion of the technical reserves 
of insurance and financing companies. In addition to 
these resources, the Bank has received deposits deriving 
from internal sales of United States agricultural sur- 
pluses (under the Wheat Agreements). BNDE is also 
the custodian of some of the earmarked funds, although 
they have not the mobility of the resources enumerated 
above, and the Bank’s powers of intervention are slight. 
The sources of its assets are shown in table 28. 


Table 28 


BRAZIL: INVESTMENT CAPACITY OF BNDE, 1952-62 


(Millions of cruzeiros at current prices) 


SSS SN 


Resources 


Direct 
allocations 


obtained made by Returns on 

Net through insurance financing Total 
Year resources® loans» companies® operations resources 
POS 2M roca stan Shas etek cidoaie See's Bes 214 370 — — 391 
BOBS eee eroteiesiaaee Sisiseisieeie.sle.ar aye 8 1205 -— --- 1213 
LS TBS eae es one nOS 58 714 _ — 772 
DOSS bers «otis e ais.tcisinia es afas'e'aiaes +. 143 1416 — 84 1 643 
MOSO Mato cicero ties cis ee eee eis 399 1 446 193 96 2 134 
DOS Gaines eee oe eee eee neice a ereinrs 690 5 085 165 189 6 129 
BOSC is whee eiersctetersicision iaiote c<eisiere 1 224 6 393 208 463 8 288 
G959 «aie slats satieGvese os ates ears 2 345 9515 404 387 12 651 
HOGO gece. eee sasersieiaere sis 4 234 13 362 462 347 18 407 
DOG Ww sore = wiptaisysistorsibierel=rsiatsielwinie’s' 7 468 23 385 480 1399 32 732 
LOG Dies soiree cca estar somite cysts’ ocbecerw 11 526 22 156 742 1827 36 251 
SEE VR Sonn Ce oc Son aee GEO. 28 116 85 049 2 654 4792 120 611 
Percentage break-down ........ 23.3 70.5 2a 4.0 100.0 


Source: BNDE, Relatérios. 


a Difference between income from services (interest, commissions on guarantees, dividends on 


company shares, etc.) and overheads. 


b This item comprises the income tax surcharge, deposits made under the Wheat Agreements 
(withdrawal of a proportion of the product of sales of United States surpluses) and 25 per cent 
of the annual increase in the technical reserves of insurance and financing companies. It should be 
stressed that in 1952-62 the income tax surcharge contributed 79 per cent of receipts under this 
head, while the shares of the Wheat Agreement deposits and the insurance and financing companies 


were 20 per cent and 1 per cent, respectively. 


¢In the case of insurance and financing companies, an alternative procedure to that indicated 
under the preceding item was the direct allocation of 40 per cent of the annual increment in their 
technical reserves to projects approved by BNDE. 


dIncluding the initial capital of 20 million cruzeiros. 


The facilities granted by BNDE are conditional upon 
an evaluation of many aspects of the projects submitted, 
ranging from their technical and financial viability to 
their macro-economic compatibility and_ significance. 
Once it has agreed to co-operate, the Bank follows up 
the physical evolution of the investment, and in many 
instances actually comes to control the operation of new 
units by making the release of approved resources con- 
tingent upon compliance with certain requisites. From 
this account, it is easy to see what extensive powers 
of control are wielded by this institution, since it is 


the only investment bank at the national level and its 
faculties include the granting of such potent incentives. 


In view of the relative inadequacy of the resources 
vested in the Funds and the necessity of obtaining ex- 
ternal credits, BNDE, performed a useful function in 
reconciling decisions and establishing orders of priority, 
as well as in connexion with the execution of the projects 
financed. If in relation to governmental activities in the 
basic social capital sectors BNDE exercised these im- 
portant functions, it played a still more prominent role 
in relation to the second set of Target Plan objectives: 
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the expansion or installation of industries producing 
basic inputs and capital goods. 

In this sector, the Bank made use of two incentives 
that were particularly important and efficient with re- 
gard to the channelling of private investment. The first 
consisted in the granting of long-term financing at a 
low rate of interest, which, given Brazil’s inflationary 
process, and in the absence of an organized capital 
market, was absolutely vital to investment in the sectors 
referred to above. The second, which lay in the ex- 
tension of guarantees to external financing operations, 
removed an important obstacle to the possibility of ob- 
taining these indispensable foreign credits, and con- 
sequently conferred on the Bank considerable power to 
direct the activities of private enterprise. 

This investment Bank, through which public sector pro- 
grammes were virtually bound to be channelled, also se- 
cured greater compatibility between sectoral programmes 
and decisions, inasmuch as it used its faculties in ac- 
cordance with economic criteria beyond the grasp of 
isolated units. Thus BNDE tacitly fulfilled the function 
of a centre for the analysis of government programmes, 
and for this reason too was a cornerstone of the Target 


Plan. 
(b) Instruments for channelling private sector activities 


In relation to the targets for whose attainment the 
private sector was responsible, a variety of incentives 
were brought into play, to which allusion has been made 
in an earlier section. By means of a combination of 
different expedients, centring primarily upon the mani- 
pulation of exchange instruments, the Government guar- 
anteed various types of advantages to the industrial 
sectors to be developed. 

In the first place, it substantially reduced the nominal 
costs of investment. As the exchange system was organ- 
ized in watertight markets, with multiple exchange rates, 
the granting of preferential rates to imports of capital 
good was tantamount to liberally subsidizing the instal- 
lation of industries. This advantage was generally sup- 
plemented by exemption from import duties, so that 
by virtue of the two concessions in conjunction the 
cost of imported capital goods was low. To these benefits, 
available to all the activities which the Government 
wished to encourage, was sometimes added the low 
financial cost of the long-term credits granted by 
BDNE. 


Entrepreneurs were likewise ensured access to financial 
resources through government loans, or, more important 
still, through BNDE’s official guarantee of the credits 
they obtained from abroad. These two procedures by 
making it certain that loans could be amortized over 
long periods without monetary adjustments, not only 
rendered investment possible, but represented, at a time 
when the internal price situation was rapidly deteriorat- 
ing, an additional and unforeseen subsidy to private 
investment. In some cases, operational rates of return 
were increased through the concession of preferential 
exchange rates for external purchases of the inputs used 
in the activities concerned (motor-vehicle industry and 
shipbuilding) . 

Various procedures were applied in order to reserve 
the market for the nascent industries. Before the 1947 
customs reform, the mechanism consisted in the control 
of the supply of foreign exchange for the various import 
categories. Subsequently, the same function was dis- 
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charged by the customs tariff, although in many cases 
direct quantitative import restrictions subsisted. It is 
important to note that the channelling of government 
expenditure into the newly-installed activities was of 
fundamental importance for the development of certain 
industries, particularly those producing electrical and 
railway equipment and shipbuilding. Similarly, shipping 
companies enjoyed a reserved market, inasmuch as a 
rule was established that any materials or equipment 
manufactured had to be carried in the country’s own 


bottoms, 

The year 1957 witnessed a reform of customs tariff 
legislation whereby the scales of specific rates established 
in 1937, and completely vitiated by the rising trend of 
internal prices, were replaced by strongly protectionist 
ad valorem rates. Industrial development and the need 
for increasingly complex decisions, as well as the neces- 
stiy of increasing federal tax revenue, made this modern- 
ization an essential step. But in this reform the Legis- 
lature seems to have improved upon the prevailing 
empiricism that determined the forms taken by the 
instruments of economic policy. In view of the im- 
portance that subsequently attached to the application 
of the tariff, and the degree in which this instrument 
was adjusted to Brazil’s particular problems, a pause 
is worth while to evaluate some of its principal charac- 
teristics. 

The five import categories established in 1953 were 
reduced to two. Multiple exchange rates were maintained 
only for specific luxury goods, in respect of which it 
was considered expedient to keep up the quantitative 
control of the foreign exchange supply. The other dif- 
ferential exchange rates were superseded by discrimina- 
tory tax treatment. The situation of the sectors that had 
previously enjoyed subsidized rates remained unchanged. 


The Conselho de Politica Aduaneira (CPA) was in- 
stituted to put into effect, within certain limits, the 
changes in the customs tariff. It was composed of repre- 
sentatives of the entrepreneurs, of the workers and of 
the Government, and was thus a microcosm of the main 
forces operating in the economy; the faculties assigned 
to this Council enabled it partly to formulate Brazil’s 
import policy. 

The Council enjoys the following general powers: 
(i) classification of goods in one of the import cate- 
gories (general and special); and (ii) modification of 
rates within a range of 30 per cent above the maximum 
and below the minimum for each chapter of the import 
schedule (sub-group of products classified under one 


head). 


_These powers are wielded by CPA through the tech- 
nical and economic examination of the applications sub- 
mitted. In view of its composition, its decisions are 
bona fide reflections of the wishes of the country’s eco- 
nomic sectors, and seek to reconcile conflicting points 
of view, for the interests of trade, industry and agricul- 
ture, which it represents, are not always identical in 
such matters, It is important to emphasize that the insti- 
tution of the Council has given the application of the 
customs tariffs the efficiency and pliability which are 
indispensable attributes for the operation of any instru- 
ment in a country that is undergoing a rapid process of 
economic change. It was really the removal of the mental 
taboo on delegating tax powers to the Executive which 
raised the status of the tariff as an efficient and flexible 
instrument of development policy. 


There is a manifest conflict of objectives as between 
the partial or total exemption from customs duties of 
the capital goods and basic inputs used in the installation 
and operation of new activities, as an important incen- 
tive to their establishment, and the customs protection 
needed to encourage the substitution of domestic produc- 
tion for these same imports, which is the aim pursued 
at the present stage of Brazil’s industrialization process. 
In order to overcome this difficulty, the new customs 
legislation set up various mechanisms, simultaneously 
granting incentives in the shape of facilities for import- 
ing capital goods at low prices, and reserving markets for 
the domestic producers of capital goods. Herein lies one 
of its most significant characteristics, best fitting it to 
serve the ends of development policy. The legislation 
made provision for the following means of reconciling 
the conflicting interests referred to: 


(i) The application of tariff quotas to specific prod- 
ucts, whereby tariff exemptions or reductions are guar- 
anteed for a given volume of imports. A whole list of 
basic inputs is subject to this system, or variants of it: 
wheat, asbestos, coal, lead, aluminium, rubber, spare 
parts for vehicles and steel plate for shipbuilding; 

(ii) A 50-per-cent reduction of the tariff applicable 
to imports of capital goods, which is generally high 
(averaging 60 per cent), provided that the central organ 
of the industry submits proof of the impossibility of 
obtaining the item concerned within the country; 

(iii) Lastly, the “registro de similar” as it is called 
—troughly, a “certificate of equivalence”—accorded when 
an industrial sector, upon investigation by CPA, shows 
itself to be fully capable of satisfying domestic demand 
for a particular item, in respect of both quantity and 
quality. This is tantamount to a certificate of maturity 
for the industry concerned, and once it has been issued, 
no further exchange or tax concessions can be granted 
to imports of the article in question. 

In addition to these procedures, the Government grants 
direct subsidies to some intermediate industries (fer- 
tilizers, newsprint and pulp), according to the volume 
of domestic output, in an attempt to help sectors receiv- 
ing subsidized imports to become profit-making. The 
resources used for subsidies to domestic producers are 
obtained from exchange surcharges. The establishment 
of ad valorem tariff rates with a high average incidence, 
the creation of a flexible and autonomous agency, the 
built in provisions for change, the possibility of grant- 
ing exemption from customs duties to capital goods and 
basic inputs, and the fact that no concession could be 
granted without a prior macro-economic analysis of the 
pertinent application, were all features which made the 
1957 customs legislation the most important instrumental 
reform in Brazil’s experience. In fact, the concern it 
shows for the quality of the instrument makes it a 
unique exception to the traditionally empirical approach 
to fiscal instruments. The combination of the tariff and 
the Council constitutes the most precise and well-adjusted 
instrument of economic policy existing in Brazil, 

The basic concepts governing exports markets and 
exchange systems, as well as financial transactions, re- 
mained virtually inviolate throughout the period of the 
Target Plan. There is no need to stress the importance 
of the policy of incentives to the inflow of external 
savings as an instrument for channelling investment 
within the over-all framework of the Plan. It is worth 
while, however, to draw attention to the executive ma- 


chinery for co-ordination, inasmuch as so wide a variety 
of concessions and incentives to industrial activities, 
granted through different agencies, made a measure of 
co-ordination essential. One of the Plan’s most charac- 
teristic innovations was the creation of what were desig- 
nated executive groups, whose function was to determine 
the scale and scope of sectoral programmes for priority 
industries, establish guidelines and standards, and grant 
incentives or suggest to other federal organs that they 
be granted. These administrative units proved an effi- 
cient type of machinery, and increased and multiplied 
throughout the course of the Plan. In fact, their existence 
partly made up for the lack of over-all planning of 
private investment. 


The attainment of the various ends contemplated in 
the Target Plan, especially those for which the private 
sector was responsible, necessitated the creation of spe- 
cial administrative bodies of a collegiate type, which 
brought together representatives of the agencies whose 
duty it was to apply the various instruments, so that 
they could jointly formulate the policy applicable to a 
specific industrial activity. With powers of varying scope, 
but subject to this basic guiding principle, executive 
groups were set up in relation, inter alia, to the motor- 
vehicle industry (Grupo Executivo da Industria Auto- 
mobilistica—GEIA), shipbuilding (Grupo Executivo da 
Industria de Construgao Naval—GEICON), agricultural 
and roadbuilding machinery (Group Executivo da Indits- 
tria de Maquinas Agricolas e Rodoviarias—GEIMAR), 
the engineering industry (Grupo Executivo da Indistria 
Mecanica Pesada—GEIMAPE), iron ore exports (Grupo 
Executivo de Minerios de Ferro—GEMF), storage (Co- 
missao Consultiva de Armazens e Silos) and the manu- 
facture of railway equipment (Grupo Executivo da In- 
dustria de Material Ferroviario—GEIMF). 


This administrative device was no novelty in Brazil, 
since as far back as 1954 a council for the co-ordination 
of supplies (Conselho Coordenador de Abastecimento) 
had been set up to define policy in this sector and to 
co-ordinate the development of storage programmes. 
Only in the second-half of the fifties however, during 
the execution of the Target Plan, did such arrangements 
became a common practice. Consequently, for the devel- 
opment of private industry much the same sort of system 
of sectoral programming was established as for trans- 
port and energy at the level of government investment. 


A rapid glance at the best-known and most active of 
these groups—that of the motor-vehicle industry—will 
give some idea of the modus operandi of these new 
administrative units. GEJA was formed by representa- 
tives of the Banco do Brasil’s foreign exchange and 
foreign trade departments, of CPA, of BNDE, of SUMOC 
and of the principal ministries concerned. Under the 
plans drawn up for the motor-vehicle industry, enter- 
prises which fulfilled certain requisites (the attainment 
of given proportions of domestic content, in terms of 
the weight of the vehicle, by specified dates) enjoyed a 
variety of concessions: reservation of foreign exchange, 
at a stable and subsidized rate, for imports of spare 
parts; a preferential exchange rate for repayment of 
external credits and loans; duty-free importation of capi- 
tal goods and spare parts; provisional exemption from 
excise taxes on motor vehicles (other than private cars) ; 
official financing by the Banco do Brasil, for periods of 
one to three years, of exchange surcharges deriving from 
imports of spare parts; and, on occasion, long-term 
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financing accorded by BNDE for investment purposes. 
After studying and approving the different projects sub- 
mitted by manufacturers of vehicles and spare parts, 
GEIA authorized the extension of the above-mentioned 
benefits. Similarly, the Group saw that the directives 
issued were implemented, proposing the measures it 
deemed necessary. In view of the nature of the Executive 
Groups, their proposals were hardly likely to be passed 
over, since in them the various official bodies were 
represented in conjunction. Thus, besides serving the 
sectors concerned as centres for the co-ordination of 
incentives, they were the means of removing bureau- 
cratic stumbling-blocks to the attainment of the sectoral 
objectives pursued. 

In contrast with GEIA’s long life and high degree 
of autonomy, some of the groups organized under the 
Development Council proved ephemeral; but others, like 
GEICON, became the nucleus of permanent bodies. 


(c) The Target Plan co-ordination system 


One of the salient features of the Target Plan was 
undoubtedly its pragmatic approach to the problem of 
the instruments to be adopted. With respect to the co- 
ordination of programmes, another symptom of that 
realism was the unofficial institution of a group of co- 
ordination centres while the Plan was in process of 
execution. These centres came into being, or were 
adapted to the task of reconciling the various aims, as 
a result of the shortage of resources (both external and 
long-term internal financing). In other words, they did 
not emerge, or perform their co-ordinating functions, by 
virtue of a previous decision based on realization of the 
need to reconcile the different aims, but because of 
limitations which compelled the authorities responsible 
for the execution of the Plan to bring its objectives into 
harmony. 

Although efficient, the Executive Groups and the ad- 
ministrative units managing the earmarked funds could 
co-ordinate the instruments of policy only in relation to 
sectoral goals, considered individually. Hence the need 
to adopt expedients for over-all co-ordination of the 
programmes of private industry and public enterprise 
during the Target Plan period. The first such device was 
the contro] exercised by the Banco Nacional do Desen- 
volvimento Econémico (BNDE), through which, for 
different reasons (but nearly always because it was 
BNDE that provided the guarantees indispensable for 
obtaining external financing), the sectors enjoying prefer- 
ential treatment generally had to operate. This bank, by 
virtue of its structure and methods of operation, ful- 
filled the same co-ordinating function in relation to the 
private sector as in respect of public investment in 
infrastructure. 

The second instrument that facilitated a measure of 
over-all control of private-sector projects was the so- 
called foreign exchange budget, whose estimates of 
Brazil’s expenditure under the head of external pay- 
ments lined up and co-ordinated exchange operations in 
the private sector. The co-ordinating agency in this case 
was the Council of SUMOC, which inasmuch as it au- 
thorized imports at a preferential exchange rate, exercised 
control by setting ceilings for the country’s various for- 
eign exchange operations. 


The long-standing shortage of foreign exchange and 
the practice of direct intervention in exchange opera- 
tions resulted in the gradual establishment of an account- 
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ing system for controlling and estimating future foreign 
exchange receipts and expenditure. These practices, ini- 
tiated in 1948, were institutionalized in 1953 in the 
shape of the exchange budget—an estimate of foreign 
exchange operations which, after approval by the Coun- 
cil of SUMOC, became law. During the Target Plan 
period, the budget specified the amount of foreign ex- 
change to be used for operations that were subject to 
permits, setting a limit to the exchange allocations au- 
thorized by CACEX. The sums authorized for imports 
not requiring licences and the appropriations for govern- 
ment bodies or for commitments were likewise assigned 
to the Foreign Exchange Department (Carteira de 
Cambio). Thus, the two portfolios of the Banco do 
Brasil in which exchange operations were centralized 
were confined within the limits predetermined in the 
exchange budget, which was an expression of Brazil’s 
external payments policy. Through it, in one way or 
another, imports of capital goods were subjected to 
over-all control. It should be borne in mind that the 
entire policy of external borrowing was formulated, in 
over-all terms and project by project, with the approval 
of SUMOC, and that these imports without immediate 
exchange coverage constituted, as has been seen, the 
key component of investment under the Plan. The budget 
was therefore an additional means of exercising control 
over Brazil’s investment process as a whole. Under an 
important regulation, all government agencies were 
obliged to keep within the limits specifically established 
in the exchange budget, and any changes had to be 
studied and approved by the Council of SUMOC. Hence 
that agency was responsible for indirectly co-ordinating 
public investment policy through direct control of the 
import component.*? 


Thus, it will not be amiss to stress that if, on the one 
hand, internal conditions were not such as to necessitate 
the establishment of a central planning system—the 
experience of the Development Council*® is significant 
in this respect—on the other, the type of aims pursued 
did make it needful to set up, without a preconceived 
plan, an efficient system for the programming and execu- 


42 For detailed information on this instrument, see Sydney Latini 
and Ricardo Moura, “O orcamento de cambio no Brasil”, Eco- 
nomica Brasileira, vol. II, 1955. 


43 The Development Council (Conselho do Desenvolvimento), 
set up in 1956 as a direct dependency of the Office of the President 
of the Republic, was composed of the ministers and the most 
important directors of government economic agencies. It was 
founded with the ambitious purpose of its becoming an agency 
for the formulation and co-ordination of over-all economic policy. 
Article 2 of its statutes defined its terms of reference as follows: 

“To study the steps that should be taken to co-ordinate Brazil’s 
economic policy, particularly as regards its economic develop- 
ment; to draw up plans and programmes aimed at raising the 
level of efficiency of government activities and at fostering 
private enterprise; to analyse reports and statistics in connexion 
with the development of the various sectors of the economy; 
to study and prepare the bills, decrees and administrative regu- 
lations deemed necessary for the fulfilment of its aims; and to 
keep abreast of the implementation of the measures adopted.” 

On the basis of these terms of reference, the Council should have 
become the central economic planning agency. The fact that this 
did not happen shows that conditions were not ripe for the 
institution of an over-all planning system. The Council’s failure to 
fulfil the first function contrasts sharply with its success in estab- 
lishing and promoting sectoral programmes. Instead of fusing and 
formulating over-all programmes, it became split up into innumer- 
able sub-groups in charge of co-ordinating sectoral policies, which 
grew In importance and size, while the Council itself confined its 
activities to supervising the execution of the Target Plan, and to 
presenting the relevant annual reports. ; 
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tion of sectoral policies. Lastly, conditions in the ex- 
ternal sector, which made for a rigid and irreducible 
capacity to import, and, as a secondary factor, the lack 
of an organized capital market,** led to the establishment 
of machinery for the over-all co-ordination of pro- 
grammes. These moves, which were in keeping with the 
real economic situation and with the past process of 
change, established the prerequisites for the subsequent 
setting up of a better and more rational planning system, 
which is now in its early stages of operation. 


The synopsis given below shows the most important 
channels through which the control centres performed 
the task of inter-programme co-ordination. 


3. THe TARGET PLAN AND THE EXPANSION OF THE ROLE 
OF THE STATE 


As previously noted, in the course of the execution 
of the Target Plan, and in accordance with no precon- 
ceived model, a group of instruments was forged which 
proved to be extraordinarily efficacious in the attainment 
of objectives, These instruments were set up in response 
to pragmatic considerations and with a view to immediate 
action. 


Without labouring the point, if the subsequent interest 
in the reform of instruments is to be understood, it would 
be as well to bear in mind that the functions of the State 
became broader in the course of the Target Plan period. 
This expansion of the Government’s responsibilities was 
accompanied by the institution of a great many instru- 
ments. But no concurrent effort was made to redefine the 
role of the State, to establish the instruments of eco- 
nomic policy on an integrated basis or to remodel the 
administrative machinery. On the contrary, the creation 
of a new set of instruments contributed to the disruption 
and distortion of the previous system, in some degree 
accentuating the existing disequilibrium, since the new 
media of action were not organically integrated in the 
panel of instruments. Thus, the upsurge of interest in 
effecting a reform of the existing instruments, to restore 
at another level the balance in the available machinery 
that had been upset by the intensive process of indus- 
trialization based on import substitution, may be re- 
garded as in the natural sequence of events. 


One of the most important events at the instrument 
and institutional level was the radical qualitative change 
experienced by the State as a result of the industrial de- 
velopment policy followed in the fifties. The quantitative 
expansion of its presence in the economy has already 
been described; it is important to show now the extent 
of the impact which the horizontal and vertical expan- 
sion of its functions had upon it and the consequent 
qualitative change in its structure and institutional char- 
acter. A description should therefore be given of the 
fields of action at present open to the public sector, in 
order to show the scope, wide range and extent of its 
action in the Brazilian economy. 


44 Although the instruments at BNDE’s disposal played a vital 
role in regulating and furthering the development of the basic and 
capital goods industries, the most important group of instruments 
for the channelling of private investment comprised the complex 
exchange system, the customs tariff and the policy applied to 
attract savings from abroad. 
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Brazil’s public sector owns and directs the country’s 
maritime-inland waterway and rail transport facilities, 
and its installations for the production of petroleum* 
and atomic fuel,#® controls most of the steel-making sec- 
tor? and is rapidly becoming the principal electric energy 
producer.*® It takes part directly in the activities of the 
major export sectors‘? and markets a considerable pro- 
portion of the exportable production;”® it is also the prin- 
cipal iron ore producer and exporter.) It exercises a 
direct and indirect control over the exchange market. In 
conformity with a provision of the Constitution,” it 
directly regulates exploitation of the sub-soil, communica- 
tion media and broadcasting channels; also delegates this 
right through concessions to the private sector. At the 
same time, it constitutes in itself the major commercial 
banking enterprise, since it accounts for about 35 per 
cent of the general credit extended to the private sector 
through the Banco do Brasil, and most of the agricul- 


45 A state-owned petroleum enterprise, PETROBRAS, was 
established in 1953, with exclusive responsibility for drilling, 
extraction, refining, marketing, transport and other allied ac- 
tivities. This sector’s policy is formulated by the National Petro- 
leum Council (Conselho Nacional de Petrdleo). 

46 On 31 August 1956 the National Security Council (Conselho 
de Seguranca Nacional) formulated the appropriate government 
Directives for a national nuclear energy policy. They recommended 
that a National Nuclear Energy Committee (Comisséo Nacional 
de Energia Nuclear—CNEN) should be set up for its application 
and, at the same time, provided that exports of thorium and 
uranium oxides should be suspended. CNEN subsequently assumed 
exclusive responsibility for the production of atomic ores. 


47The public sector owns the three largest steel mills in 
Brazil, namely, CSN, COSIPA and USIMINAS. In the latter it is 
associated with Japanese interests which account for 40 per cent 
of the total capital. At the same time, small steel mills are being 
installed or existing ones enlarged, in which the State is the largest 
shareholder. It also owns two other small mills: Ferro e Ago de 
Vitéria and Acesita. 


48 According to data supplied by the Instituto Brasileiro de 
Geografia e Estatistica (IBGE), the share of public enterprises 
(State, semi-public and partly based on private capital) in the 
total electric energy generating potential rose from 9.7 per cent 
in 1954 to 23.4 per cent in 1961. ELECTROBRAS, the holding 
company controlling the public enterprises operating in this sector, 
was established in 1961. According to its 1962 Relatério Geral, 
ELECTROBRAS—through its subsidiary and associate enter- 
prises and by means of advances of funds from the Fundo Federal 
de Eletrificagao and state organizations—contributed 63 per cent 
of the increase in power achieved in 1962. 


49 Through a group of specialized semi-public agencies, con- 
sisting of the Alcohol and Sugar, Maté, Pine and Salt Institutes 
(Instituto de Alcool e Aciicar, Instituto do Mate, Instituto do 
Pinho and Instituto do Sal), the Executive Rubber Protection 
Committee (Comissao Executiva da Defesa da Borracha) and the 
Brazilian Coffee Institute (Instituto Brasileiro do Café), the 
public sector possesses full powers to establish production and 
export quotas with a view to achieving equilibrium in both the 
domestic and external market. These bodies effect purchases and 


sales, fix prices and, in short, regulate the activities of the sectors 
concerned. 


50 The operations referred to in footnote 49 are effected not 
only by the agencies referred to, but also by the Banco do Brasil. 
In 1959, for example, it conducted transactions for the purchase 
and sale of cotton, rice, beans, millet, peanuts, soya, grain wheat 
manioc flour, jute and other commodities (Banco do Brasil 1959 
Relatério). The total expenditure of this Bank in 1961, which was 
ea the ee in the purchases and sales account under the 

ad of imports and exports ili i 
isuikioe Peed ports, amounted to 5,500 million cruzeiros 
_ 51 Through the State enterprise Companhia Vale do Rio Doce. 
it takes care of approximately 80 per cent of the production and 
export of iron ore. 


52 Paragraph XII of arti : 
Coateendcen of article 5, and article 153 of the Federal 


tural credit as well.5? Through other specialized financ- 
ing agencies it grants the whole of the co-operative 
credit** and long-term financing.® It establishes wages,°® 
interest rates,°? rents°’ and staple commodity prices.°® 
It sets minimum agricultural prices,®° and is beginning 
to build up and operate a large-scale storage and market- 
ing system for agricultural commodities.®! It possesses 
full traditional powers to impose taxes.®? It exercises 
control over monetary flows.® It produces alkalis®* and 
trucks.® It also plays an important part in internal capi- 
tal formation.®* It regulates insurance activities*’ and 


53 Jn 1959 the Banco do Brasil contributed 44 per cent of total 
credit and 34 per cent of private sector credit. The same year, its 
share in the credit extended to agriculture and livestock produc- 
tion was 62 per cent (Banco do Brasil, Relatdrio). 

54The Banco Nacional de Crédito Cooperativo, set up in 1951. 
In 1960 it granted some 2,000 million of this specialized credit, 
mostly to producers’ co-operatives. 

55 BNDE services the infrastructural sectors on a nation-wide 
scale. The Banco de Crédito da Amazdnia and the Banco do 
Nordeste do Brasil finance regional projects. Other financing 
agencies of this type, organized by the State Governments, also 
merit attention. 


56 Since 1943 the National Department of Labour has established 
minimum wage levels for urban workers. 


57 There is a legal ceiling on the interest rates that may be 
charged in Brazil (12 per cent per annum). Bank rates of interest 


are fixed by SUMOC. 


58 Brazilian Jaw prevents the raising of housing rentals that 
are already established. This legislation is gradually being relaxed 
with a view to freeing rents completely. 


59 A federal supply and price committee (Comissao Federal do 
Abastecimento e Precos—COFAP) was established in 1951, with 
powers to intervene in the staple commodity market, to carry out 
compensatory operations and to fix prices for these items. Its 
functions are now performed by the recently created national 
supply agency (Superintendéncia Nacional do Abastecimento— 
SUNAB). 

60 Scales of agricultural prices were established in 1951, in con- 
formity with which the Government was required to purchase and 
finance production. It was not until 1961, however, that these scales 
became practicable for most commodities. 

61 A committee for the organization of wheat growing and stor- 
age (Comissao Organizadora de Triticultura Nacional e Arma- 
zenamento Geral—COTRINAG) contributed about 60 per cent of 
the total capacity of the storage facilities and silos constructed 
in 1955-60. At the same time, some of the State Governments 
also invested in this sector, accounting for approximately 25 per 
cent of installed capacity in 1956-60. Thus the public sector was 
responsible for about 85 per cent of the increase in capacity ob- 
tained during the period (Development Council Relatorio). 

62 Brazil’s Constitution not only explicitly authorizes a broad 
tax basis, but it also opens up the possibility of instituting new 
taxes. 

63 Directly through its banks, and indirectly through the opera- 
tion of the traditional monetary instruments of SUMOC and the 
Banco do Brasil. 

64 The State-owned Companhia Nacional de Alcalis accounted 
for the whole of Brazil’s production of sodium carbonate. Caustic 
soda was produced by the private sector, since the state-owned 
company’s facilities for the production of this commodity would 
not be put into operation until the sodium carbonate output 
reached a capacity of 300 tons daily. 

65 In 1961 the state-owned enterprise, Fabrica Nacional de Mo- 
tores, produced 454 luxury private cars and 2,224 heavy lorries, 
being the largest domestic producer of the latter type of vehicle 
(Anudrio Estatistico do Brasil). 

66 In 1960, the public sector contributed 48.1 per cent of fixed 
capital formation, including the investments of state enterprises. 

67 A semi-public federal reinsurance institute (Instituto de 
Resseguros do Brasil) controls reinsurance operations, and regu- 
lates the scales of insurance companies and, in part, the allocation 
of their technical reserves. 


controls agricultural co-operatives.®* It markets the coun- 
try’s entire output of natural rubber.®® It determines the 
composition of private investment and intervenes in the 
capital market.’® As can be seen, therefore, the State has 
important and widely varying powers in Brazil. 


The economy was thus subjected, so to speak to “of- 
ficial state control”, which means the existence of a 
State which acts directly as an important producer in 
the strategic sectors of the economy and indirectly con- 
trols a major part of the private sector, The balance of 
forces was noticeably upset, swinging now in favour of 
the public sector. As might be expected, this fact recently 
spurred the entrepreneurial sector to action, even though 
it had essentially benefited from. the aforementioned ex- 
pansion of the role of the public sector. This reaction 
may have been due to the fear of a logical move whereby 
the quantitative accumulation of new functions might 
have engendered, or be in process of engendering, an 
entity imbued with new qualities. 


In addition to the qualitative change in the role of 
the State, other changes were implicit in the develop- 
ment attained under the Target Plan. Two of them de- 
serve special mention. The first is the close solidarity 
forged between Brazil’s capital goods industry and its 
public investment policy. In the past, the Government 
had represented a market for capital goods equivalent 
to that offered by the private sector. The bonds thus 
established will be hard to break and undoubtedly con- 
stitute an important determining factor of the future 
trend of the economy. The second consists in the depend- 
ence of enterprises for their working capital on credit 
opened by official banks. This dependence, instead of 
being attenuated, was accentuated during the execution 
of the Plan, owing to the tapping of resources from pri- 
vate banks. 


As noted above in connexion with the group of instru- 
ments utilized by the Plan, while co-ordination machinery 
was instituted in response to pragmatic considerations, 
the cleavage in the operation of the remaining instru- 
ments was aggravated, Even in the case of the organized 
machinery, the co-ordination attained was clearly less 
and less adequate in the face of the greater complexity 
of the economy and the heavier responsibilities incum- 
bent on the public sector. Accordingly, as the Plan neared 
its end, although the situation in itself had improved, it 
was still unsatisfactory in relation to the new State and 
the new demands it had to face. 


The manifest indifference to the question of instru- 
ments and institutions, which was largely the cause of 
their inadequacy, was made possible solely by the char- 
acteristics of Brazil’s process of change. The develop- 
ment of the dynamic centre (Centro-sul area) was mostly 
independent of the trends followed by the other sectors 
and areas. Except in a few cases, which were always 
decided _in its favour, the pursuit of multiple aims did 
not vitally affect its interests; it even served as a means 
of allaying the demands and obtaining the political sup- 


68 The Ministry of Agriculture controls and channels the co- 
operative movement in Brazil. 

69 The financing agency in this sector is the Banco de Crédito 
da Amazonia, and its policy is dictated by the Comissao Execu- 
tiva da Defesa da Borracha Natural. 

7 The Ministry of Finance, SUMOC and, directly, the Banco 
do Brasil can resort to different measures to exercise control over 
the various sectors of the capital market. 
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port of the periphery for the decisions taken by the 
dynamic sector."! From another standpoint, both the 
mental inertia noted, which made for the constitution of 
an interventionist State on such a scale without any at- 
tempt to redefine it, and the indifference to the economic 
merits of the existing set of instruments, instituted and 
co-ordinated in response to empirical and inept systems, 
also stem from the slow process of change. In point of 
fact, this process was never at any time faced with a 
situation which could not be dealt with by means of par- 
tial adjustments. It never encountered barriers which 
could not be overcome without a complete transforma- 
tion of the structure of the State and the resulting mental 
challenge.”? Brazil’s policy-making process was never at a 
cross-roads between stagnation and complete revision. In 
this sense the process of change came about “smoothly”, 
resulting in the “waste” caused by the ill-adapted opera- 


71 For example, at the beginning of the thirties the National 
Department of Drought Control (Departamento Nacional de Obras 
contra as Sécas—DNOCS) was already in existence, covering the 
so-called “polygon of droughts” (Poligono das Sécas), i.e., the 
Nordeste area and part of Minas Gerais. The Comisséo do Vale do 
San Francisco (CVSF) was set up in 1948 to prepare and execute 
a plan for developing the San Francisco River valley, lying partly 
in Minas Gerais and partly in some of the Nordeste states. Later, 
a superintendency for the economic development of the Amazon 
region (Superintendéncia dos Planos de Valorizagao Econdmica 
da Amazonas—SPVEA) was created in the first half of the fifties. 
Lastly, 1959 marked the establishment of a regional economic de- 
velopment agency for the North-east (Superintendéncia do Desen- 
yolvimento Econdmico do Nordeste—SUDENE); but this body 
is now beset by far more complex problems which are reviewed in 
another part of the present article. 

72 The 1946 constitutional framework permitted the State to 
make full use of its juridical powers, which made for continuity 
of the process of economic change. 


tion of instruments. It is only now that it has become 
a matter of prevailing concern to adapt the State and 
render its instruments more efficacious vis-a-vis a more 
complex structure and set of problems. 

It must not be forgotten that, despite the importance 
of the State’s role in the economy as a result of the ef- 
forts to achieve industrialization, its expansion did not 
conflict with the most essential of Brazil’s economic in- 
stitutions: private ownership and the system for allocat- 
ing gains in productivity. On the contrary, in a sense it 
conduced to and confirmed those social rules. Unchal- 
lenged by the process of change, these basic institutions 
escaped the tensions involved in the efforts to establish 
appropriate instruments. 

Lastly, it should be remembered that in a situation of 
dynamic growth which served to dissolve the prevailing 
tensions, the economic policy decision-making centres 
were won over by the more dynamic entrepreneurial 
sector. Having consolidated its decisions-making powers, 
this sector was able to shunt any conflicts into the wings 
of the policy-making process, establishing the provisions 
of particular interest to it outside the bounds of legal 
texts. Since the secondary sector wielded no such pre- 
ponderant influence, the policy argument could hardly 
help coming to a head and leading to instrument reforms. 

Nevertheless, however favourable such developments 
may have been for the formulation and implementation 
of an economic policy, the growing inadequacy would 
sooner or later reach the pitch where it would precipitate 
a reform of the existing instruments and institutions. 
Before describing the reforms accomplished or proposed 
in the last few years, an outline should be given of the 
circumstances which helped to bring such inadequacy 
into focus. 


VI. THE LAST THREE-YEAR PERIOD: FAILURE OF ECONOMIC POLICY 
TO KEEP PACE WITH EVENTS 


The Target Plan period saw economic policy, in a 
sense, taking the lead in the process of remodelling the 
economy; at that time it showed no signs of vacillation 
or indecision, betraying that the process of change had 
got out of hand, or that it was encountering formidable 
obstacles to the performance of its tasks. 


In this respect, economic policy in the early sixties 
contrasted sharply with the Target Plan. The measures 
adopted, viewed in sequence, were directed by no clear- 
cut purpose, but aimed in divergent directions. A swarm 
of provisions defeated one another’s differing ends. None 
of the proposed systems lasted any length of time; within 
a matter of months, each gave way to the next. The whole 
course of events suggested that economic policy was drift- 
ing rudderless, Whether because of the series of prob- 
lems with which the economy had to deal, or because 
of the lack of political and institutional stability, the 
measures propounded were of a transient and ephemeral 
nature. 

In these circumstances, it is particularly difficult to 
interpret the factual aspects of economic policy. Any 
systematic grouping of the thousand and one measures 
adopted and shelved gives the shifting patterns of eco- 
nomic policy a fallacious appearance of cohesion and 
consistency. It is very hard to avoid this suggestion. A 
warning must thus be given at the outset against any 
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false impression that might be created by the classifica- 
tion attempted here merely as an expository device. 


Accordingly, there are two special difficulties besetting 
the interpretation of economic -policy in the last three 
years; the lack of perspective, and the want of guiding 
principles behind the mass of measures adopted. From 
one point of view, it is precisely in this absence of a 
clearly-defined economic policy, this reversal of what 
took place in the earlier period already analysed, that 
the most revealing aspect of the situation lies. It sug- 
gests, and up to a point substantiates, the notion that 
the Brazilian economy is passing through a transitional 
phase, similar to that of the early thirties, but in this 
case brought about by the exhaustion of the possibilities 
for rapid growth and industrialization inherent in the 
historical pattern of development by way of import sub- 
stitution. 

The failure of economic policy to keep pace with 
events was not altogether dissociated from the uncer- 
tainty of the political and institutional conditions pre- 
vailing in the three-year period under consideration. The 
absence of lasting political combinations, of an Execu- 
tive which united the main party currents for a long 
spell of time, did not make it easy for any system of 
economic policy to outlive the initial stages of its applica- 
tion. With every change in political leadership, a new 


line of economic policy emerged, which, before it could 
be consolidated, was superseded by another, and so forth. 
These were, in a sense, interdependent phenomena, and 
Suggest the operation of much deeper-lying processes in 
the evolution of the economy. Great as is the interest 
attaching to the analysis of these questions, however, the 
period is still too close at hand to be viewed in the 
broad perspective needed for its historical] interpretation, 

Furthermore, during these three years there were other 
factors that helped to give conomic policy its ill-defined 
and fugitive character. They included increasing aware- 
ness of the structural disequilibria indicated in earlier 
pages, and recognition of the striking maladjustments 
in the existing institutions and instruments. The result- 
ing dissatisfaction, which found expression in the wide- 
spread clamour for “basic reforms”—the keynote of 
discussion during the period—while partly undermining 
the political foundations of the preceding programme, 
was unable to secure a solid regrouping of parties on 
which a new economic policy could rely for support. 
Nevertheless, echoing the demands voiced by many non- 
integrated groups which had no access to the instru- 
ments, at the disposal of political majorities, statements 
of economic policy embodied a number of the proposi- 
tions mooted. Since conditions were not ripe for these 
new ideas to be given effect, most of the pertinent meas- 
ures remained mere declarations of principle, and their 
proliferation in the course of the period made the aim- 
lessness of economic policy yet more marked. 


In order to demarcate the specific framework in which 
the economic policy of the period developed, brief refer- 
ence must be made to the main economic trends observ- 
able—which can be summed up as the acceleration of 
inflation and the declaration of growth—and to the spe- 
cial problems created by the combination of these two 
factors, each in itself complex and disturbing enough. 

According to the real product indexes estimated by 
the Brazilian Institute of Economics (Instituto Brasileiro 
de Economia—IBRE), a dependancy of the Getulio Var- 
gas Foundation, the rate of economic growth, after reach- 
ing 7.7 per cent in 1961, dropped to 5.5 per cent in 
1962 and 2.1 per cent in 1963. However open to question 
the estimates for these last two years may be, the trend 
towards a reduction of the rate of growth is confirmed 
by even the most optimistic hypotheses. 

The various series of price indexes point to a con- 
siderable speeding-up of the rate of inflation from 1960 
onwards. The deflation index of the gross domestic prod- 
uct series, which in 1960 had shown a rise of 25 per 
cent, subsequently registered the following increases: 37 
per cent in 1961. 51 per cent in 1962 and 73 per cent 
in 1963, The cost-of-living index, which had soared in 
1959 (by 52 per cent), rose in 1960 at the slower rate 
of only 24 per cent. As from 1961, it too resumed its 
rapid upward trend, the rate of increase registered in 
1963 being 81 per cent. 

Economic policy in the three-year period under review 
revolved around these two phenomena, seeking, without 
success in either case, some way of dealing with them 
that would reconcile the maintenance of past growth 
rates with the mitigation of the inflationary process. But, 
since it could not bring about the radical changes in the 
economy that would have made this objective viable, eco- 
nomic policy hovered on the edge of the two trends. Even 
so, it was inoperative, whether for want of the general 
conditions described above, which would have given it 


the requisite political basis for grappling with tasks of 
such magnitude, or for fear that relative success in one 
direction might irremediably affect the possibility of 
making headway in the other. It continued to sit on the 
fence, daunted by the foreseeable risks of committing it- 
self to a bolder course, and, in an atmosphere of grow- 
ing dissatisfaction, saw the various systems proposed 
crumble one after another. 


In face of conflicting objectives which could only be 
rendered compatible by means of impracticable economic 
and political reforms, and with the gradual consolida- 
tion of the two unfavourable economic trends, the pos- 
sibilities of manceuvring dwindled, and economic policy, 
after a five-year period in which it had firmly grasped 
the reins of economic development, had to trail along 
in the rear of events. 


It was not, however, indifferent to the over-all eco- 
nomic picture, notwithstanding what might be broadly 
termed its passive attitude to the factors mentioned above. 
On the contrary, at the formal level of policy declara- 
tions, these were extremely prolific years. Never had such 
a welter of systems and measures been tried out and 
quickly shelved; never had discussions of economic policy 
been so much to the fore—a fact which reflected a higher 
level of political awareness and participation. Whereas 
the formulation of policy had previously been in the 
hands of small minorities, new groups now had a say in 
the adoption of national decisions. Economic policy was 
not unaffected by this increased complexity in the struc- 
ture of the body politic. It tried to make some response 
to the nascent pressure groups. And, since a new balance 
of power was not established, their emergence helped to 
throw policy-making into yet worse confusion. ' 


It should be borne in mind that in the three-year period 
under consideration, despite the failure to define a clear- 
cut economic policy that can be inferred from the fore- 
going pages, the swelling proportions assumed by the 
inflation problem shifted the centre of attention from in- 
dustrial development to the control of the inflationary 
process. The latter, from the standpoint of economic 
policy, ceased to be a secondary issue as compared with 
the installation of substitution industries, and became at 
once the mainspring and the goal of policy decisions. The 
former casual attitude towards this question thus under- 
went a change. 


No longer were exchange, monetary and fiscal meas- 
ures placed at the service of industrialization without 
due thought, or the lines of least resistance followed if 
objectives of the system were thereby furthered, even 
though the effect was to key up inflationary tensions, or 
at least bring them to the surface. Monetary policy ac- 
quired a new perspective, and genuine, although hitherto 
not very successful, efforts were made to check the price 
spiral. For the first time, the inflationary process was 
officially recognized as the basic problem. Without em- 
barking upon a digression in this context, attention may 
be drawn to the obvious but seldom-mentioned fact that 
note was taken of inflation in Brazil only when it came 
to represent a threat to the system’s interests that was 
no longer theoretical, but real. Inflation had lost its 
direct usefulness. Its acceleration became an undesirable 
residium, a hindrance to the institution of alternative 
methods of financing for enterprises and for the public 
sector, which was a sine qua non if the economy was to 
be guided by new and long-term directives. In these cir- 
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cumstances, the control of the inflationary process became 
the primary aim of economic policy in 1961-63. 

As regards long-term economic development objectives, 
a trend towards their diversification can be dimly dis- 
cerned in the three-year period under review. Whether 
on account of the clamour for “basic reforms”, or be- 
cause of the new demands of a more diversified eco- 
nomic structure, alongside the major effort to fill the 
gaps in the industrial system, a swarm of piecemeal meas- 
ures were introduced, aiming at the development of spe- 
cific areas, the reform of the agricultural sector, the 
encouragement of industrial exports, etc, These were, so 
to speak, incipient and sporadic signs of a quest for new 
lines of expansion for the economy. 

The content of these main aspects of economic policy 
in the last three years may now be considered in greater 
detail. 

1. ANTI-INFLATIONARY POLICY 


As has been pointed out, the most important modifica- 
tion undergone by economic policy consisted in its change 
of focus; the former unswerving concentration on indus- 
trial development was superseded by concern for the 
control of inflation. The study of the measures in which 
economic policy gave expression to its new guiding prin- 
ciple must, however, be preceded by a cursory review of 
the factors that shaped it and the setting in which it 
evolved during the years under discussion, so as to estab- 
lish a frame of reference in which the long procession 
of short-lived stabilization efforts can be viewed in per- 
spective. 

As will now be seen, the factors determining economic 
policy’s change of front were not confined to the dread 
of hyper-inflation or to the increasing social instability. 
In other ways, too, inflation posed a problem of imme- 
diate concern, in so far as it ceased to provide a means 
of financing investment: not so much for enterprises, 
which could safeguard their rates of return by the ex- 
pedient of price adjustments, as for the public sector, 
which, compelled as it was to keep its spending within 
relatively narrow bounds, could not afford to invest on 
the scale necessary to maintain the dynamism of the 
economy. It should be noted that the direct dependence 
of Brazil’s capital goods industry on public investment, 
to which allusion has already been made, introduces an 
additional complication into the picture, which hinders 
the effective implementation of conventional stabiliza- 
tion programmes. 

There is nothing surprising in an acceleration of the 
rising trend of prices as the sequel to a persistent infla- 
tionary process. It is common knowledge that as infla- 
tion proceeds, in the absence of corrective forces, the 
various agents of the economic system tend to set up 
machinery which will enable them to react rapidly and 
so maintain their real share in the economy. The inter- 
action of such mechanisms results in the more automatic 
operation of those that propagate inflation, and, con- 
sequently, in the intensification of the latter process. And 
another acknowledged fact is that as the inflationary 
movement gains momentum, it becomes increasingly inde- 
pendent of the real factors from which it originally 
stemmed. 

Accordingly, there is little point in enumerating those 
basic causes that in Brazil’s case gave rise to inflationary 
pressures, especially as they have already been the sub- 
ject of various studies, There are, however, some aspects 
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of the question that have not been properly studied, and 
that have a bearing on the interpretation of the new 
inflationary trend. Industrialization on the basis of im- 
port substitution, as carried out in the past few years, 
has built up a significant durable consumer and capital 
goods sector. Given the nature of these industries, their 
operation and development tie up more and more work- 
ing capital. In particular, as the market reserve guar- 
anteed by the external bottleneck is used up, any expan- 
sion of sales of such goods becomes increasingly condi- 
tional upon the extension of sales credits for longer aver- 
age periods, and consequently involves a disproportionate 
increase in the amount of working capital directly and 
indirectly tied up in the sector. Needless to say, in the 
course of the industrialization process, this additional 
demand for resources saddles the public sector with yet 
another extra responsibility. 

These pressures did not and still do not meet with suf- 
ficient response from the financing system in the form 
of a voluntary supply of quantitatively and qualitatively 
satisfactory savings. In these circumstances, the rate of 
activity of enterprises could be maintained only on the 
basis of a monetary expansion tantamount to the in- 
tensification of inflationary pressures. The economy’s 
inability to provide the requisite voluntary savings does 
not seem to be imputable solely to the lack of institu- 
tional channels. In fact, the last few years have witnessed 
the creation of a series of instruments that represent 
endeavours to secure external financial resources: for the 
public sector, through the issue of medium-term securi- 
ties (treasury bills, and export and import certificates) ; 
for the private sector, through the juridical constitution 
of a number of credit associations, the widespread use 
of bills of exchange, and the stepping-up of stock ex- 
change transactions.“? But these additional expedients 


73 The processes of industrialization and organization of the 
domestic market for consumer durables goods and capital goods 
were paralleled by a proliferation of credit, financing and invest- 
ment associations, whose main function consisted in the tapping 
of savings and the granting of medium-term sales credits. To a 
lesser extent, they also promoted underwriting operations and 
managed mutual investment funds. Although their establishment 
had long been authorized, their terms of reference were defined 
only in 1961. By that date, associations of this type numbered 91, 
and handled resources in the neighbourhood of 35,000 million 
cruzeiros. Other symptoms of the constitution of an active capital 
market were the increase in stock exchange activities and the 
tendency of large enterprises to offer shares for public subscrip- 
tion as a means of satisfying part of their additional demand for 
circulating capital. In this connexion, if the expansion of stock 
exchange transactions in Rio de Janeiro is measured on the basis 
of the annual increase in the number of shares negotiated, the 
rates registered for 1960, 1961 and 1962 were 64 per cent, 29 per 
cent and 55 per cent, respectively. 


Long-term financial assistance preceded this private organization 
of a financing system. However, it is worth noting the tendency on 
the part of the states to set up new investment banks, supple- 
mentary to those already existing at the federal level. To BNDE 
and the two federal banks of regional scope (BCA and BNB), 
Institutions organized by the States of Parand, Minas Gerais and 
Guanabara (to mention only the most important) have been added 
mm recent years. In Sdo Paulo, substantial resources were tied up 
in sales of capital goods. The Banco do Brasil is preparing to 
allocate considerable sums to the financing of capital formation in 
small and medium-sized enterprises. All these bodies grant financ- 
ing facilities to industrial firms or hold shares in their capital, 
and represent the public sector’s contribution to the organization 
of the capital market. In this connexion, due note should be 
taken of the importance of the public sector’s practice of obtain- 
ing medium-term resources by means of treasury bills, import 
and export certificates, etc., and thus encouraging the use of say- 
ings for the purchase of securities. 


proved incapable of supplying the financial requirements 
of enterprises and of the Government. This is attested 
not only by the persistence of substantial imbalances in 
the public sector’s accounts, but also by the maintenance 


of the pressure exerted by enterprises on the banking 
system."4 


_ The need for increasing recourse to this type of financ- 
ing reflected the impasse in which enterprises found 
themselves, in face of their growing requirements in re- 
spect of circulating capital and the steady upward trend 
of costs, deriving from the inflationary process itself. 
Since there were no sources of voluntary savings upon 
which they could draw, the solution seems to have lain 
in disproportionate price increases, which would not 
only cover their higher costs but would also guarantee 
them a rate of return sufficient for their operations to 
be partly self-financed. Obviously, such price adjustments 
in their turn exerted pressures on the banking system 
which reinforced the demands originating in the public 
sector, thereby giving additional impetus to the cycle 
of monetary expansion and setting the other propagation 
mechanisms in motion. Accordingly, the incompatibility 
of an increasingly capital-intensive structure of produc- 
tion and inadequate financing machinery resulted in a 
chain of pressures on the monetary system, which acted 
as a sounding-board for the inflationary process. 


Public sector deficits at the Federal level seem to have 
gained in importance during the period as a factor mak- 
ing for disequilibrium. Between 1961 and 1962, the 
Federal Government’s financial deficit, measured as a 
percentage of the gross domestic product, rose from 3.9 
per cent to 4.9 per cent, as against less than 3 per cent 
in the two preceding years. At the same time, the propor- 
tion of the product represented by expenditure also in- 
creased (see table 29). Since adjustments in taxation 
kept the tax burden at the same level, the bigger imbal- 
ance seems to be imputable to a disproportionate expan- 
sion of current outlays within total public expenditure, 
either owing to staffing costs, or because of the substan- 
tial subsidies granted to the transport and communica- 
tions systems, which laboured under a chronic deficit. 
However, this rise in federal budgetary expenditure was 
partly offset in 1961-63, in the years when the coffee 
crop was smaller, by the alleviation of the financial effort 
involved in the retention of coffee stocks. 


For a better understanding of the acceleration that 
took place in the three-year period, other determining 
factors should be recalled. The obvious repercussions of 
political events give them the first claim to attention. Th 
recent years Brazil has experienced frequent socio-politi- 
cal crises which have had a powerful impact on the in- 
flationary process. Their influence has made itself felt 
in two ways: directly, inasmuch as they were often ac- 
companied by substantial issues of fiat money, as in the 
case of the crisis at the end of 1961, when these repre- 
sented approximately 70 per cent of the primary issues 
in that year; and indirectly, because productive activities 


74 The repercussions of the public and private sectors’ pressures 
on the monetary system gave rise to an expansion of the means 
of payment which gathered considerably greater speed as from 
1960. Their rate of increase rose from 30 per cent in that year 
to 50.5 per cent in 1961, 63.3 per cent in 1962 and 64.4 per cent 
in 1963; the main reason why it was not higher in the last-named 
year was to be found in the control policy adopted under the 
Three-Year Plan (Plano Trienal) in the first half of 1963. 


were thrown out of gear by the general atmosphere of 
insecurity. 


Table 29 
BraziL; RECEIPTS AND EXPENDITURE OF THE FEDERAL GOVERNMENT,® 
1955-62 

On Rr ee eee ee 
Year Receipts Expenditure 
MIDORI etre sce nite monte ene 8.0 9.2 
LQDOMM Ec etoe enn Te eee ee ee 8.3 12.2 
ENG iS As OS a te REA tre DO 8.1 11.2 
LOS OK Matarertas sees a aes ae ee 8.9 eS 
1S) sen ROR NCAT ERNE ARISE roar eA toes 8.8 11.1 
LOGO Mie stains delet hae ay een hoe 9.2 12.4 
LOG laa sctepsicrnag owinawen datensthetrtiactott 9.0 12.9 
SPREE Hs SRG SCORE Cee ae cic aie aan, OS 9.0 14.1 


SOURCES: For receipts and expenditure of the Federal Govern- 
ment, SUMOC, Boletins; for gross domestic product, Revista Bra- 
sileira de Economia, March 1962. 


2 As a percentage of the gross domestic product. 


Another development which affected the upward move- 
ment of prices was the 1961 exchange reform. Although 
it had beneficial features from the standpoint of export 
incentives and federal revenue, in so far as it linked the 
domestic price structure with that of world prices, it 
also prompted a series of internal price adjustments. In 
this sense, its effect did not derive solely from the in- 
crease in costs of imported goods. The most significant 
impact on domestic prices was felt in the area of marginal 
export lines, in which prices became directly related to 
world market quotations, and which included innumer- 
able foodstuffs and raw materials. After the 1961 reform, 
a tendency for the rate of exchange to rise parallel with 
prices is observable. Not only were the official rates more 
quickly adjusted, but also the new exchange system made 
it possible for rates compatible with the internal price 
increases to be established by means of market opera- 
tions. Although practices of this kind may have a less 
disruptive effect than the enforced maintenance of an 
exchange rate based on over-valuation of the currency, 
with its periodic adjustments, they are conducive to the 
propagation of inflationary movements. 


As regards wage increases, it may be noted that the 
intervals between them became shorter. Thus, the mini- 
mum wage of urban workers, which during the second 
half of the fifties had remained unchanged, on an aver- 
age, for twenty-five months at a time, was raised year 
by year in the three-year period under review. The same 
trend is observable in relation to the salaries of civil 
servants. It is worthy of remark that despite the more 
efficient organization of the trade unions and the ad- 
vances achieved in labour legislation (institutionalization 
of the family allowance, payment of thirteenth monthly 
wage at the end of the year and lowering of the retire- 
ment age), the minimum real wage has decreased in 
recent years in relation to the period 1956-59 (see table 
30). Thus the wage component of the inflationary spiral 
seems to have had merely reflex action as a propagation 
mechanism.*® 


75Jt may fairly safely be assumed that the series shown in 
table 30 is representative of the behaviour pattern of real wages 
in general, at least in the secondary and tertiary sectors, not only 
because the bulk of the wage-earners are at the minimum wage 
level, but also because, even at the higher steps, wage increases 
are linked to the adjustment of the minimum wage (except for 
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Over against these factors that tended to speed up the 
inflationary process, two others may be noted in passing 
which, in different combinations of circumstances, have 
given it fresh impetus, but which in the period under 
consideration exerted a neutral or even a moderating in- 
fluence. Except in 1963, the annual rate of expansion of 
agricultural production for domestic consumption ex- 
ceeded 7 per cent. With regard to production for export, 
the output of coffee appreciably declined from 1959 on- 
wards, and this trend was definitely favourable to the 
financial operations of the public sector. The Brazilian 
policy of supporting world coffee prices was based on a 
system of withholding surpluses, which tied up substan- 
tial Federal Government funds. The poor coffee harvests 
obtained in the last two or three years appreciably re- 
lieved the pressure on the holdings of the Banco do 
Brasil, and it is even expected that funds may be ob- 


very highly protected groups in the public and private sectors). 

The evolution of real wages in the past two or three years can 
be adduced in support of the theory that self-financing on the 
part of enterprises increased in 1960-62. If the expansion of 
internal resources had been due only to the appropriation of real 
productivity gains by industrial firms, real wages should have 
remained constant. The fact that they decreased seems to confirm 
the impression that, in the absence of over-all price controls, 
it was possible for enterprises, in the prevailing climate of 
intensive inflation, to raise their prices more than commensurately 
with the rise in costs deriving from wage adjustments. 


Table 


tained from the sale of some of the stocks in hand during 
the current year. 

It was amid all these anomalies that anti-inflationary 
policy had to struggle along in 1961-63. Proposals for 
ways and means of cutting down public expenditure di- 
minished, if successful, the primary source of creation 
of the monetary resources indispensable for the current 
financing of enterprises, with the ensuing general outcry 
against the shortage of credit. Attempts to amass re- 
sources for government programmes through the sale of 
medium-term securities or recourse to compulsory loans, 
also directly affected enterprises, not to mention the 
harm done to the powerful interests of the intermediate 
financing sector by the reduction of the funds available 
for its operations. A tax reform would have called for 
lengthy discussion, and political backing that was non- 
existent, especially in so unsettled a situation. Any en- 
deavour to exercise stringent control in the wage area 
had to reckon with the increasingly well-organized power 
of the trade unions, and was consequently compelled to 
give way to their demands. 


Nevertheless, something had to be done to check the 
inflationary exponential, which was sweeping the econ- 
omy along in the direction of hyper-inflation. The prob- 
lem of the intensification of inflation was important; no 
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Brazit (Rio pE JANEIRO) : MINIMUM REAL WAGE, 1952-63 
(Base year 1952 = 100 = 1 200 cruzeiros) 


-_e_——ooo eee 


Cost of 
Month/year living 
jaruary 1952 Ae ae ee Bens 100 
January. 19548 ne. woe eee 146 
Auguste. OSG meee So oe eC He ee 222 
panary 961950 tes ecciestetee a ed. cate 367 
Novem bers 960 meme ccen. oleate aoe. 644 
Octobersl OG ler naaccmes aces ee 867 
WSHOBT YE LCOS do cease ioe SES ee eae 1454 


Source: Desenvolvimento e Conjuntura, February 1962. For 
index was computed on the basis of data given in the January 1964 


one openly called that in question. Yet no sector was 
prepared to bear the brunt of halting the process. As a 
result, the idea of progressive stabilization, spread out 
over a period of time, met with increasing approval. 
Unfortunately, it failed to take into account the calcula- 
tions based on the inflationary movement, by virtue of 
which all activities were geared in advance to a projected 
rate. This factor was to militate against the success of the 
most complete stabilization programme proposed during 
the years in question—the Three-Year Plan for 1963-65, 
which was based on the idea of progressive stabiliza- 
tion—rendering it largely ineffectual. These issues, how- 
ever, can be better elucidated by means of a brief review 
of the successive stabilization systems. 

It was in 1961—the year in which Janio Quadros came 
into power—that the stabilization problem became the 
order of the day for economic policy. In the preceding 
year, the approach to the inflationary problem had been 
similar to the typical attitude prevailing in the second 
half of the fifties, and an attempt had been made to re- 
strain the operation of the chief propagation mechanisms 
by the adoption of measures which facilitated industrial 
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Minimum Minimum Real per 
nominal wage real wage capita 

(cruzeiros) (cruzeiros) product 

100 100 100.0 

200 137 104.8 

316 142 107.4 

500 136 120.2 

800 121 124.2 

1120 129 129.8 
1750 120 — 


January 1963, the cost-of-living 
issue of the same periodical. 


development while warding off obvious disequilibria, In 
1960, the most important measure had consisted in an 
expansion of the internal supply of foreign exchange, 
with a view to the maintenance of the exchange rate. 
Although this procedure aggravated the balance-of-pay- 
ments deficit,7® it had the advantage of augmenting the 
resources of the Banco do Brasil.7? Furthermore, wage 
pressures were controlled, adjustments being granted 
only at the end of the year. Since these measures were 
combined with a continuance of the public investment 
effort™® and with an extremely liberal attitude to the 
private sector’s demand for credit,”® the general aspect 


76 In 1960 the balance-of-payments deficit reached $430 million, 
the peak for that decade, with the exception of the figure for 1952. 

™7 The resources in cruzeiros obtained as a counterpart to the 
exchange deficit amounted to about 60 per cent of the aggregate 
deficit on government operations and to 1.5 times as much as the 
total issues made in the year (according to SUMOC data). 

78 In real terms, the Federal Govyernment’s capital outlays were 
50 per cent higher than in the preceding year. 

79 Private bank loans increased by 64 per cent, whereas those 
granted to the public by the Banco do Brasil rose by 122 per cent, 
in relation to the previous year. 


of economic policy in 1960 was, with slight variations, 
much the same as it had been throughout the indus- 
trialization process of the fifties. 


It is a well-known fact that such compromises cease 
to be practicable as the resulting imbalances are carried 
forward and accumulate, and the inflationary process is 
thereby intensified. Thus, in 1960, the advances made 
against expected foreign exchange income passed heavy 
exchange and financial burdens on to the following year. 
In 1961, to the traditional federal Treasury deficit (ag- 
gravated by the liberal salary adjustments conceded to 
personnel employed in public and semi-public services) 
was added a considerable drainage of monetary resources 
to cover the foreign exchange previously sold. The seri- 
ous balance-of-payments deficit registered in 1960 threat- 
ened to recur in 1961, in default of a renegotiation of 
external debts, and to assume unmanageable propor- 
tions.*° Moreover, the progressive over-valuation of the 
cruzeiro had by this time preceptibly begun to affect 
trade in Brazil’s traditional export lines. 


This situation gave the correction of disequilibria a 
priority unheard-of in Brazil’s recent experience. The 
focal point of the measures then adopted lay in the re- 
modelling of the exchange system. Not only were the 
exchange rates adjusted and the subsidy accorded to 
preferential imports reduced, but also an attempt was 
made to draw upon external transactions for additional 
funds through the institution of prior import deposits 
and the introduction of a more efficient system of export 
surcharges, 


Monetary policy would probably have had some chance 
of controlling the creation of means of payment in 1961, 
if it had not been for the serious political crisis that 
supervened in the second half of the year. This assump- 
tion is grounded on the course followed by fiscal policy, 
which succeeded in substantially reducing the aggregate 
deficit on federal government operations.®! The avail- 
able data show a contraction of the public sector’s in- 
vestment expenditure in comparison with the figure for 
the preceding year, a contributing factor having been 
the relatively favourable turn of events as regards the 
domestic coffee supply, which meant that the policy of 
withholding surpluses entailed less financial effort. Fur- 
thermore (partly by virtue of the exchange reform) tax 
revenue increased satisfactorily. 


Despite these favourable conditions, the stabilization 
programme was a failure in the end, largely on account 
of the issues that the Banco do Brasil was obliged to 
make for the purposes of its exchange operations. As 
was previously pointed out, in the last year of the preced- 
ing administration this institution had contracted volumi- 
nous foreign exchange commitments which were due for 
liquidation in 1961, but the dollars owed now had to be 
purchased at a higher rate of exchange. Some idea of 
the monetary impact of these operations can be formed 
if it is borne in mind that they implied issues equivalent 
to those required to cover the total deficit of the federal 
public sector. Moreover, it would be a mistake to under- 


80 The deficit on current account reached $288 million, but by 
virtue of substantial inflows of capital amounting to about $332 
million—-the highest figure for the whole of the decade—a small 
balance-of-payments surplus was obtained. 

81 The aggregate deficit on the Federal Government's financial 
programme decreased by 30 per cent in relation to the preceding 


year. 


estimated the effects of the political crisis generated by 
the resignation of President Quadros. 


After the hopes of slowing down the inflationary 
process had been disappointed in 1961, a nebulous pe- 
riod ensued in which political conditions were unstable 
and ill-defined.*? There is no point in analysing the 
timorous and ephemeral control programmes tried out at 
that time. All that is worth noting is that in the second 
half of the year a short-term programme was formulated 
with the aim of co-ordinating fiscal and monetary policy. 
Although it was short-lived, and its prospects and projec- 
tions came to nothing, mainly because a_ thirteenth 
monthly wage was accorded to urban workers at the 
end of the year, the basic ideas it embodied were taken 
up again in the Three-Year Economic and Social Devel- 
opment Plan for 1963-65, 


Brazil’s previous experience had demonstrated the im- 
possibility of applying methods of controlling inflation 
that would penalize economic activity. The Three Year 
Plan was based on this premise, and was characterized 
by an effort to formulate a stabilization programme con- 
sistent with the maintenance of past growth rates. As it 
implied first and foremost, a criticism of the usual short- 
term measures and a search for ways and means of re- 
conciling them with long-term objectives, it tacitly called 
attention to the problems of integrating short and long- 
term measures in one and the same system.*? 


The Plan started from the following data: in recent 
years (1957-61), Brazil’s average annual rate of devel- 
opment had been 7 per cent, but this rate had been 
accompanied by increasing instability, and provisional 
studies showed that the rate of inflation was likely to 
rise from 50 per cent in 1962 to 100 per cent in 1963, 
actually imperilling the growth rate of the product itself. 
In face of such a prospect, the Plan singled out the 
prime movers of disequilibrium—the external and the 
public sectors—and indicated the two basic objectives 
that should be pursued: (a) maintenance of the level of 
imports through the rescheduling of the external debt; 
and (6) acquisition of resources for the public sector 
by non-inflationary means. These objectives would in 
their turn be subordinated to a policy of safeguarding 
a high rate of investment. In the last analysis, the aim 
was to seek new ways of financing public expenditure, 
without sacrificing private investment. Setting aside wage 
policy and the evolution of the external sector, the re- 
storation of stability would depend essentially upon the 
method of financing the Treasury deficit and upon the 
policy adopted in respect of loans to the private sector. 


According to the projections presented in the Plan, 
the gross domestic product would increase by 7 per cent 
in 1963. On the other hand, the federal public sector 
would have to spend about 1,040,000 million cruzeiros 
(14. per cent of the product in question), which would 
mean a 34-per-cent expansion of the means of payment. 

82In 1962 a parliamentary régime came into force in Brazil, 
and represented a formula to secure continuity in the country’s 
political structure, along lines on which the nation had tradition- 
ally been organized. 

83 At the time of publication of the Plan, this same point was 
stressed in an address delivered by the Minister-Extraordinary for 
Planning: “The Government’s Three-Year Plan represents an 
attempt to discover at least an approximate solution for this prob- 
lem (i.e., that of integration), and the economists who read it 
will see that this, rather than its projection techniques or financing 
programme, is perhaps its most important aspect.” (See Congresso 
Brasileiro para a Definicéo das Reformas de Base, vol. VII.) 
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On the basis of these two projections taken in conjunc- 
tion, the resulting rate of inflation was estimated in the 
Plan at 25 per cent. 

The salient feature common to the attempts to combat 
internal disequilibrium had been that at the beginning 
of every fiscal year the Government started out on the 
assumption that its expenditure would represent approxi- 
mately 18 per cent of the gross domestic product; but 
by the end of the year this proportion dropped to 14 per 
cent, Thus, everything suggested that the Government’s 
endeavour to increase its participation in the product 
had been frustrated by the rising trend of prices. Com- 
mensurately with the proposed increment in public ex- 
penditure, the inflationary process gathered speed, and 
the Government’s share in the product reverted to 14 
per cent. 

In 1963, if the Government had spent the authorized 
amount, it would have laid out 1,500,000 million cru- 
zeiros (18 per cent of the product). On the other hand, 
had it adopted an orthodox budget-balancing policy, it 
would have cut down its expenditure to 750,000 mil- 
lion. The lessons of past experience prompted it to reject 
both these alternatives. It planned expenditure only 14 
per cent of the product, ie., 1,000,000 million cruzeiros 
(at specific price levels). 

If it programmed its expenditure with proper care, 
could the Government really attain this objective without 
detriment to the fulfilment of its investment responsibili- 
ties? In other words, could a saving of about 500,000 
million cruzeiros be effected without unduly serious re- 
percussions on public investment? Experience had shown 
that it could. In actual fact, not a year had gone by 
without the Government’s shelving a number of projected 
items that it was unable to afford. 

Concurrently, the Government likewise devoted study 
to a way of increasing the resources at its disposal. The 
tax reform submitted to Congress and adopted at the end 
of 1962 was an important step forward, The resultant 
increment in tax revenue did in fact improve the public 
sector’s financial position. All these convergent measures, 
however, in addition to cuts of a different nature,** 
still left the Government with an estimated deficit of 
300,000 million cruzeiros. 


The Plan expressly established a group of measures 
which included the following: 


(a) Increase of the tax burden; 
(b) Reduction of the public expenditure programmed; 


(c) Tapping of private-sector resources in the capital 
market; 


(d) Mobilization of monetary resources.*® 


In the budget projection formulated in the Plan, in- 
come in 1963 was estimated at 737,300 million cruzeiros 
and expenditure at 1,512,200 million,®* giving a poten- 
tial deficit of 774,900 million. With the savings and ad- 
vances programmed, this deficit dwindled to 300,000 


tele Basically, cuts in transfer expenditure. Further reference 
will be made to this subject at a later stage. 

85 According to the guiding principles implicit in the Plan, 
stabilization policy would be worked out for short periods at a 
time. The Plan mapped out the path to be followed during 1963; 
in subsequent years, new directives would be issued in line with 
the development of the process. 

_*6 The number of personnel employed in the public administra- 
tion was expected to increase, as from April 1963, by about 40 
per cent. 
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million. Stress must be laid on the significance of the 
reductions in wheat and petroleum subsidies effected 
through the adjustment of the import exchange rate. In 
respect of wheat alone, the maintenance of the previous 
policy would have implied additional Treasury outlays 
to an amount of 70,000 million cruzeiros. 


The financing of the programmed deficit was to be 
covered by means of deposits against sales of foreign 
exchange (140,000 million cruzeiros) and compulsory 
deposits by the commercial banks to order of SUMOC 
(100,000 million cruzeiros), convertible into Treasury 
bills. 

As regards the monetary policy adopted, the Plan was 
based on the above-mentioned assumption that the ex- 
penditure programmed for the federal public sector 
would continue to represent 14 per cent of the gross 
domestic product, as in recent fiscal years. Thus, on the 
basis of coefficients taken from the monetary evolution 
series, the projected expansion of the means of payment 
would amount to 34 per cent, and the rise in the over- 
all price level to 25 per cent. 


The programming of public expenditure thus guar- 
anteed the availability of a certain amount of resources 
for the private sector. The maintenance of the level of 
private investment would be secured by means of an 
expansion of the loans granted to the sector by the bank- 
ing system, at a rate similar to that projected for the 
growth of the product. The private banks would have to 
be in a position to play their part in this investment 
financing. To that end, a programme was carefully drawn 
up, embodying the policies to be pursued in respect of 
rediscounting and compulsory desposits to order of 


SUMOC. 


The dominant characteristics of the external sector 
problem was identified in the Plan as the relative decline 
in the capacity to import.8? The heavy pressure on this 
capacity deriving from the industrial development of 
the fifties had, on the other hand, led to Brazilian econ- 
omy to open up new roads to progress, by way of im- 
port substitution. Thriving as this process was, the pro- 
jections formulated in the Plan showed that it could only 
continue at the cost of substantial balance-of-payments 
deficits. The fact that external financial commitments 
nearly all had to be met over the short and medium 
terms, and the deterioration of the terms of trade, would 
seem to have been the chief causes of the imbalance. 


The analysis of balance-of-payments trends revealed 
that on trade transactions credit balances were regis- 
tered, But commitments under the head of services (in- 
vestment income, freight, insurance, etc.) weighted the 
scales on the other side, so that balances on current ac- 
count were invariably negative. The addition of the total 
debit ates ee faoiicas account (amortization of loans) 
projected for the three-year period gave an aggre 
deficit of $1,830 ies Z ; rs 


Accordingly, the Plan established two basic objectives 
for the external sector: (a) maintenance of the imports 
required to keep up the rate of economic growth, with- 
out recourse to additional external borrowing; and (bd) 


a In the periodical Conjuntura Econémica, by means of a series 
of index figures representative of the evolution of the capacity to 
import in recent years, the Getulio Vargas Foundation shows that 
in absolute terms it increased slowly during the period. But the 
statement made above still holds good; the growth rate of the 
product was far higher than that of the capacity to import. 


study of the possibilities of rescheduling the debts pre- 
viously contracted. It is important to note that if more 
liberal interest and amortization terms were secured, the 
resultant decrease in the outstanding liabilities projected 
for the period would mean a relatively significant reduc- 
tion of the deficits. 2 


Import projections covered the evolution of the im- 
port substitution process and the economy’s probable 
demand. In this connexion no special programme for the 
curtailment of imports was formulated; and the import 
structure was broken down not by areas, but by com- 
modities (petroleum, wheat, capital goods, etc.). As 
these projections were not based an any programme of 
restrictions, they allowed for a reasonable safety margin, 
thereby giving the authorities more room to manoeuvre 
in face of external fluctuations beyond their control. 


The last of the proposed measures were those relating 
to exchange policy. Given the nature of the balance- 
of-payments deficit, a sharp and sudden devaluation of 
the currency was not an appropriate means of correct- 
ing the imbalance. Moreover, according to the Plan, 
the level of the existing rates of exchange was satis- 
factory. As prices were expected to rise by 25 per cent 
in 1963, exchange rates would have to be adjusted in 
such a way that, in real terms, their level would remain 
the same. As far as possible, unrealistically low rates 
such as had been registered in the past would have to 
be avoided, and the list of commodities included in the 
“special category” increased. 


To sum up, the Plan, in relation to certain projected 
rates of inflation, set limits to public income and ex- 
penditure and to financial and banking operations which 
were calculated to keep the creation of means of pay- 
ment at a level compatible with the estimated rise in 
prices. Its projections seem to have been somewhat op- 
timistic, and to have underestimated the repercussions 
of the abundant money supply created in the last quarter 
of 1962. Similarly, its execution was hampered by the 
discrepancy between the rate of inflation that entre- 
preneurs had expected and on which their monetary 
operations and calculations were based, and the rate 
projected in the Plan. When the time came to imple- 
ment it, complaints of the shortage of credit were to be 
heard on every hand. It often happens that when control 
measures are applied their initial impact is more severe 
than was previously intended; and such was the case 
in Brazil. For the first quarter of 1963, according to 
the provisions of the Three-Year Plan, the means of pay- 
ment were to be expanded by 25,100 million cruzeiros, 
with a view to partly offsetting the effects of the primary 
issue put out in the preceding quarter on account of 
the concession of an extra monthly wage in December 
1962. But in actual fact, the stringency of the initial 
measures of monetary policy was exemplified in the 
nullification of fiat money to an amount of over 16,000 
million cruzeiros—approximately three times as much 
as the withdrawal contemplated in the Plan—and the 
means of payment expanded by only 3,700 million, 
Needless to say, these practices aroused violent criticism, 
and by the second quarter of 1963, with the relaxation 
of monetary policy, the means of payment increased by 
179,400 million cruzeiros, as against the projected in- 
crement of 74,100 million. The Three-Year Plan was 
thus dealt a fatal blow. Moreover, wage and salary 
increases far exceeded the programmed 40 per cent and 


thereabouts; civil and military employees in the public 
sector, to begin with, were granted percentage increments 
approximately twice as great. 


_ Thus, in the list of transitory schemes for combating 
inflation, the Three-Year Plan®8 figures as a_ heroic 
attempt to reconcile the two basic aims referred to 
above—that of safeguarding the rate of growth and 
that of mitigating inflation—in the midst of a turmoil 
of events which increasingly tended to elude any sort 
of control that economic policy could exercise. 


2. DEVELOPMENT POLICY: THE QUEST FOR NEW AVENUES 
OF ECONOMIC EXPANSION 


The procession of stabilization programmes witnessed 
in the three-year period under review is indicative of 
the changed attitude of the authorities towards the in- 
flation problem, and reflects one of the fundamental 
differences between economic policy in 1961-63 and the 
approach adopted in the Target Plan. 


However the aims of the Target Plan continued to 
influence the development policy pursued in more recent 
years. Governmental investment capacity was still con- 
centrated in the twin fields of energy and transport. 
The private sector, despite the economic recession in 
1963 and the climate of political instability, kept up 
its intensive investment in the sectors producing basic 
inputs and capital goods. 


It is not surprising that the completion of the in- 
dustrial structure should have retained importance as 
a goal of endeavour. With respect to investment in 
basic social capital, especially transport facilities and 
power, it should be borne in mind that the’ Brazilian 
economy is organized with a view to the continuity of 
such programmes. The existing capital goods industry 
is geared to the production of the pertinent equipment; 
methods of financing are designed to support pro- 
grammes of the type in question; and there is a whole 
structure of interests directly bound up with investment 
in the energy and transport sectors. In the past, Brazil 
has displayed a remarkable capacity for insulating infra- 
structure programmes from the vicissitudes of political 
life. 

In research into the motives underlying the main- 
tenance of such investment, emphasis is laid on aware- 
ness of the essential function of such programmes in 
providing the base for industrial development. While 
this consideration certainly carried weight, a significant 
protective role must also be attributable to the pressures 
exerted by the manufacturers of capital goods. In this 
context, it must be reiterated that important capital 
goods industries looked to the State as the chief and, 
in many cases, the sole purchaser of their products. 
This situation facilitated the institution and organization 
of systems for ensuring the continuity of infrastructure 
programmes (allocation of funds for specific purposes). 
Their direct vulnerability to fluctuations in public in- 
vestment made manufacturers of capital goods acutely 
sensitive to cuts in budget appropriations.®* Moreover, 


88 The Three-Year Plan was virtually abandoned in May 1963, 
with the replacement of the Cabinet that had put it forward. 

89 Highway programmes constitute an enlightening case in 
point. Low-priority roads were constructed, mainly because road- 
building equipment was concentrated in a particular area. Another 
good example is to be found in the ship-building industry. 
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the need to counteract the persistent external bottleneck®° 
tied up a substantial proportion of the Government's 
capacity to invest in import substitution industries, par- 
ticularly steel-making and petroleum. 


The system of earmarking funds for infrastructure pro- 
grammes was consolidated and expanded. Of outstand- 
ing importance were the reorganization of the Federal 
Electrification Fund (Fundo Federal de Eletrificagao) 
and the constitution of a railway investment fund, in 
1962. The direction in which investment was channelled 
in the years in question is attested by a study of the 
long-term objectives postulated in the Three-Year Plan, 
which assembled sectoral projects and programmes and 
thus gave expression to the aspirations and potentialities 
of the national economy as a whole. The changes con- 
templated in the composition of fixed investment syn- 
thetize the aims pursued in respect of completing the 
structure of industry (see table 31). The share of capital 
goods in total fixed investment was to increase, and the 
investment effort in respect of transport and energy was 
to be greater in relative terms. Evidence of the vertical 
character of the industrialization process is afforded 
by the proposal that the sectors manufacturing capital 
goods and basic inputs should come to constitute a 
bigger proportion of the entire transforming industry. 


Table 31 


BraziL: PERCENTAGE BREAK-DOWN OF FIXED INVESTMENT 


Sector 1949 1958 1963-65 
Sasi ites -GAogobos meoeoodoeo 42.2 51.0 54.4 
AGTICUMLUTE, esis a tise cies ore sles 3.4 4.9 5.6 
Transforming industries ...... 9.8 2c 18.5 
HIeCirIG = PO WET! Gicinw civare «1s ole) v0 4.1 5.6 6.8 
(rans porttageiie cs tace cairn ees 19.3 22.4 19.2 
Servicesterren ce casicticn see One ces 5.6 6.0 4.3 
onstruction secs sjeckrers salen. 57.8 49.0 45.5 
Total fixed investment ....... 100.0 100.0 100.0 


Source: Plano Trienal de Desenvolvimento Econémico e Social 
1963-65. 


& Equipment only. 


While vertical industrialization represented a natural 
prolongation of the trend followed by the import sub- 
stitution process, awareness of the future needs that 
would derive from regional, sectoral and social dis- 
parities led to the establishment of another group of 
objectives. Operating from various angles, the demon- 
stration-effect of the differentiation brought about by 
structural changes helped to speed up the partial gearing 
of the economy to other courses of action, parallel to 
the industrialization effort. This is obvious in a number 
of different ways. On a modest but increasing scale, 
social, regional and sectoral claims set up new economic 
targets. 


90 Although the conversion of many of its short-term commit- 
ments into long-term operations was successfully negotiated, 
Brazil’s external debt increased uninterruptedly during the three 
years under review, soaring from $2,664 million in 1960 to $3,170 
million in 1963. By means of the negotiations referred to, the short- 
term debt was reduced from $384 million to $345 million in the 
course of the period. 
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One of the typical features of the development policy 
pursued in the three years under discussion was what 
might be termed the attempt to launch a policy of 
horizontal development. This new interest, manifested 
in the creation of the Superintendencia de Desenvolvi- 
mento do Nordeste (SUDENE) and in a number of 
measures relating to the agricultural sector, not only 
represented a response to the political demands spring- 
ing from cognizance of structural disequilibria which 
stood out yet more plainly in contrast with the growth 
of the metropolitan areas of the Centro-Sul region, 
but also contributed to the opening-up of new prospects 
for the internal savings and investment process. 


At the end of 1959 the regional development policy 
followed in the Nordeste had been recast in a new mould. 
Experience had shown that the mere combating of 
climatic vicissitudes, through hydraulic engineering 
projects and the construction of a transport network, 
was no answer to the real crux of the region’s problem: 
the existence of a pre-eminently primary system char- 
acterized by low productivity and the concentration of 
income in a few hands. Moreover, there were so many 
federal organs operating in the area that some higher 
authority was needed to co-ordinate their activities. 
SUDENE was to formulate a policy with the aim of 
remodelling the economic structure of the Nordeste, and 
was to become the centre for the co-ordination of gov- 
ernment action in the area. 


Some aspects of its experience are worth studying. 
It drew up master plans (Planos Directores) which, 
in essence, envisaged two general objectives. The first 
related to the establishment of an industrial base for 
the area. To that end, SUDENE was not only to play 
a direct part in the formation of basic social capital 
in the area or to supplement the action of other federal 
organs concerned with this task, but was also to accord 
preferential treatment, through a series of tax and ex- 
change provisions, to private investment in the Nordeste. 
The second comprised agrarian reforms and the im- 
provement of crop yields. In this connexion, a body 
of projects was presented, whose content ranged from 
a new irrigation policy for dry-soil areas, rational 
use of newly-incorporated farm land and introduction 
of subsistence farming on land where sugar had 
been grown as a single export crop, to the intensified 
application of traditional agricultural development prac- 
tices. During the first three years of its existence, 
SUDENE?’s activities met with varying degrees of suc- 
cess, although on the whole better results were obtained 
in relation to the first objective than where the con- 
version of the primary economy was concerned. Besides 
establishing itself on a sound footing as an instrument 
of action, inasmuch as it set up its own teams of qualified 
technical experts in addition to co-ordinating interna- 
tional assistance programmes and the resources of the 
other federal agencies operating in the area, it also 
managed to exert some influence on the investment pro- 
grammes of the governments of the Nordeste states. In 
the course of its initial years of work, it has amassed 
a valuable stock of technical information and experience 
which will enable it to increase the efficacy of its action. 
These are early days; but even so, it is impossible to 
overlook the qualitative change in the regional develop- 
ment policy adopted in the last two or three years, 
which represents, in Brazil’s circumstances, the potential 


opening-up of a line of action parallel to the former 
direction of economic development.®! 


From another standpoint, the proliferation of meas- 
ures relating to the agricultural sector is indicative of 
economic policy’s attempts to seek new approaches in 
recent years. In the first place, an effort was made to 
expand agricultural development practices. Of impor- 
tance in this connexion was the remodelling of federal 
agencies connected with the agricultural sector and the 
guaranteeing of financial continuity for development 
programmes. An attempt was also made, through a 
modification of the rural credit régime, the institution 
of a minimum-price system and the establishment of a 
network of storage facilities, to ensure better conditions 
for the financing of agricultural production. In view 
of the country’s industrial development, resale of agri- 
cultural equipment was encouraged and facilitated. 
Among specific programmes, special mention must be 
made of one for the rationalization of coffee-growing, 
through which former coffee-growing areas are being 
gradually turned over to diversified farming with high 
rates of productivity.°? Plenty of funds are available 
for this programme, deriving from taxation on coffee 
exports. Alongside these activities directly linked to the 
improvement of agricultural productivity, certain meas- 
ures were adopted in connexion with income distribution 


91The ECLA/BNDE Centre is carrying out an over-all study 
on the development of planning machinery in Brazil, which in- 
cludes a detailed analysis of SUDENE’s experience. 

92 The master plan for the rationalization of coffee-growing 
contemplates the reorganization of this activity on the basis of a 
3-point programme: 

(a) Eradication of 2,000 million anti-economic coffee trees and 
planting of 500 million new trees on rational bases; 

(b) Establishment of individual production quotas and renewal 
of the remaining coffee plantations; and 

(c) Diversification of crops on land released, and development 

of industrial processing of rural products. 
By 30 November 1963, 676 million old trees had been eradicated 
and 3.5 million new ones planted. The 491,000 hectares released 
had been used for the following diversified crops, according to 
data furnished by the Banco do Brasil: pasture, 47 per cent; 
maize, 20.9 per cent; rice, 7.7 per cent; beans, 4.8 per cent; 
sugar-cane, 2.7 per cent; other crops, 12.2 per cent. Only 0.6 per 
cent of the area freed had been replanted with coffee. As regards 
the industrial processing of agricultural products, emphasis was 
laid on the installation of sugar mills, the expansion of production 
being estimated at over 6 million sacks. Lastly, by the date men- 
tioned a few small credits for rural electrification projects had 
been approved. 


in the sector. Outstanding among these was the extension 
of labour legislation to cover agricultural workers. 
With regard to the reform of the land tenure system, 
little progress was made in the years under review. 


Stull in relation to the public investment objectives 
proposed, the new interest in educational programmes 
should be mentioned. The proportional importance of 
education programmes has altered in the last two or 
three years, and so has the line followed by Brazil’s 
educational policy.® 


Lastly, reference must be made to the concern lately 
shown for the development of the country’s export trade, 
an indication of which is to be found in the 1961 ex- 
change reform. This considerably raised the level of 
export earnings and safeguarded it against fluctuations 
in the exchange rate. An attempt was made to expand 
trade relations, with manifest repercussions on Brazil’s 
foreign policy. The financing of exports of industrial 
products was facilitated, draw-back regulations were 
established and, in addition, export formalities were 
simplified. 


One last reminder of a warning already given: the in- 
cipient movement towards diversification observable in 
development policy during the past three years should 
not be regarded as the outcome of a deliberate decision 
adopted in the light of a searching diagnosis of the 
phase through which the economy was passing. On the 
contrary, they were prompted by all sorts of limited 
motivations, unrelated to any over-all definition of 
Brazil’s development and, up to a point, marginal to 
the major issues of economic policy. The process of 
partly incorporating the guiding principles they implied 
into the main body of development policy began so 
recently that it is only in its initial stage. But—and 
herein lies the danger previously referred to—the effort 
made to offer an organized presentation of the most 
important of the pertinent measures may suggest the 
existence of a clear-sighted awareness of objectives, and 
a measure of rationality in the application of the meas- 
ures in question, which were actually far beyond the 
economy’s reach. 


93 The proportion of the gross domestic product represented by 
expenditure on education and public health programmes is slowly 
increasing. According to the education plans formulated at the 
end of 1963, it should rise from the 2.16 per cent registered in 
1958-60 to 2.77 per cent in 1963-65. 


VII. DEFICIENCIES AND REFORM OF TARGET PLAN INSTRUMENTS 


The hiatuses in the machinery available—to which 
attention was drawn in the preceding section—aggravated 
as they were by the pragmatism of the Target Plan, 
naturally tended to become increasingly manifest as 
the possibilities of the juridical framework inherited 
from earlier decades were exhausted. From the socio- 
logical standpoint, a new institutional structure had been 
fashioned, with the State at the service of development, 
but the corresponding changes had not been introduced 
at the legal level. In practice this “development State 
was established almost outside the letter of the law. 

There has been plenty of evidence of this anomaly 
in recent years. One of the salient features of the three- 


year period under review was the emergence of innu- 
merable incompatibilities between the legal potential of 
the 1946 Constitution and the needs of the much more 
complex national society that had been gradually built 
up during the past fifteen years. Some of these incom- 
patibilities have recently been reconciled. Cases in point 
are afforded by the education act which has given the 
country a new educational system; the extension of labour 
legislation to rural workers; the amendments to the Con- 
stitution which have strengthened the financial position 
of the municipalities; and so forth. But some still sub- 
sist today. For instance, Congress has before it over 400 
draft land reform bills. As regards the subject of most 
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immediate interest here—reform of Target Plan instru- 
ments—although considerable progress was made in the 
three-year period under review, the effort to establish 
adequate machinery is still far from completion. Un- 
questionably, however, the last two or three years, un- 
like those which preceded them, have been prolific in 
measures of this kind. What then, are the factors under- 
lying the existing sense of urgency? The reply to this 
question will bring to light some of the motives and needs 
that have aroused an interest in a reform of Target Plan 
instruments which is unprecedented in the history of 
Brazil. 


It has already been shown that in the execution of the 
Target Plan no priority was given to redefining the func- 
tions of the State or to over-hauling and establishing the 
instruments of economic policy in accordance with an 
appropriate and efficient plan. The new phase that has 
been ushered in with the sixties is marked by the fol- 
lowing features, deriving from the trends previously fol- 
lowed, and accounting for the urgency that the problem 
has acquired: 


(1) The priority accorded to short-term anti-infla- 
tionary policy, in conjunction with the fact that mone- 
tary, tax and exchange instruments are not designed to 
serve its purposes since, as has been pointed out, in 
the recent past they fulfilled functions ancillary to the 
industrialization process; 


(2) The need for the economy to acquire instruments 
with which to explore alternative possibilities for its 
long-term evolution in accordance with a new develop- 
ment model. It is this requirement that dictates the ef- 
forts made to create, improve or adjust instruments for 
primary-sector reforms in the spheres of agrarian policy 
and agricultural development, regional development in- 
stitutions and incentives to promote the dynamic growth 
of the problem areas, and new foreign trade practices 
and agencies; 


(3) The radical change in the structure of the econ- 
omy. The emergence of a capital goods industry and the 
use of more capital-intensive production and marketing 
processes have brought into being new financial institu- 
tions and a capital market, for whose organization and 
support the State should have more reliable instruments 
at its disposal; 


(4) The external sector’s loss of its strategic impor- 
tance as the essential channel for the economy’s savings 
and investment process. The situation formerly prevail- 
ing allowed the State, through the manipulation of rough 
instruments of economic policy applied to real and nomi- 
nal transactions directly connected with the external 
sector, to keep all the dynamic forces of the economy 
under its control. In the new circumstances, the economic 
impact of the machinery that was most operative and 
decisive in the past has become restricted in scope and 
depth. A typical case is that of exchange instruments, the 
purpose of whose application was modified under the 
1961 reform; moreover—and this is one of the most 
interesting general points in the present connexion—the 
principal instruments of economic policy are no longer 
foreign exchange expedients, but tax and financing meas- 
ures. In any event, it should be noted that the rate of 
obsolescence of certain instruments (accelerated by the 
emergence of new structures of vested interests) has out- 
stripped that of the creation of new media of action. 
The resulting partial disablement of the State, in the 
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economy’s present phase of transition, enhances the 
urgency of the need to establish new machinery. This 
imperative necessity is reflected in the current proposals 
for reforms to strengthen Brazil’s tax system and finan- 
cial and monetary instruments, intrinsically more effi- 
cient as means of controlling the key areas of the do- 
mestic savings and investment process; 


(5) The fact that in the past, in the natural course 
of events rather than as the outcome of deliberate plan- 
ning, certain provisionally-established instruments (sec- 
toral programmes, foreign exchange budget, etc.) ac- 
quired a measure of consistency and cohesion, and now, 
because they constitute the groundwork for an incipient 
planning system, must be properly organized and taken 
on to more advanced stages. Moreover, their very exist- 
ence exerts pressure on the machinery available in other 
fields, which has undergone no change. This not only 
means that the planning system must be built up at 
higher levels, so as to increase the economic efficiency 
of its action through co-ordination with other areas of 
government policy, but also brings into the limelight 
the instruments that were shelved during the execution 
of the Target Plan, pointing up their inconsistent and 
piecemeal character; 


(6) Lastly, the necessity of thoroughly overhauling 
the public sector’s administrative machinery, even if 
only for the purposes of production and the provision 
of traditional services, since it has been rendered so 
unwieldy by the marginal adjuncts to the administrative 
structure inherited from the coffee economy that unless 
it is remodelled it is likely to break down altogether. 


In the last few years, the changes in the structure and 
problems of the economy have been reflected in signifi- 
cant modifications of the traditional machinery of eco- 
nomic policy. Mention must be made, first and foremost, 
of the atrophy of some of the functions of exchange 
instruments and the stimulation of others. Secondly, the 
role of other instruments is becoming increasingly im- 
portant. 


In earlier pages stress was laid upon the outstanding 
part played by exchange instruments during the fifties. 
The differential treatment of exchange operations was 
undoubtedly the most important of the instruments han- 
dled during the implementation of industrialization 
policy. In view of the strategic importance of external 
relations for the economy, the application of differential 
exchange rates enabled the Government, through the se- 
lective control of imports, to grant subsidies to imports 
of capital goods and basic inputs. Similarly, their mani- 
pulation facilitated the attraction of external savings, 
serving as a means of guiding and influencing the invest- 
ment process and channelling resources towards the 
priority branches of indusry. 


In 1961, a series of measures metamorphosed Brazil’s 
exchange system, adapting it to new functions. In broad 
outline, the 1961 reform eliminated the granting of sub- 
sidies through the foreign exchange régime, established 
a single exchange rate and fused the separate markets 
formerly existing, instituting more automatic procedures 
for the determination of the rate of exchange. 


In short, it greatly limited the possibility of differen- 


oes treatment through the manipulation of exchange 
rates. 


The process of reforming Brazil’s exchange system 
was hastened by Directive No. 204, (March 1961). As 


from the date of its promulgation, all imports and ex- 
ports were effected through one market with a single 
exchange rate, the only exceptions being imports of 
wheat, petroleum and petroleum products, paper and 
printed matter, fertilizers, insecticides and goods with 
no domestically-produced equivalents, as well as exports 
of coffee and cacao, which, however, were negotiated 
through the aforesaid market as from the issue of Direc- 
tive No. 208 in June of the same year. 


As a result of these changes, the former system of 
government agios and bonuses was abolished, and so 
was the regulation by which importers had formerly 
been required to pay in advance the equivalent in cru- 
zeiros of 90 per cent of their external purchases. To 
offset the interruption of these monetary flows, Direc- 
tive No. 205 (May 1961) provided that the foreign ex- 
change earned from coffee exports, although negotiated 
through the Banco do Brasil at the free market exchange 
rate, would be subject to a “tax” contribution of $22 
per bag exported, the average value of this export unit 
having been $41.8 for the year as a whole. In Directive 
No. 217 (October 1961), exactly the same regulations 
were established for exports of cacao and cocoa prod- 
ucts. Of the foreign exchange accruing from the sale of 
these commodities, 15 per cent had to be surrendered to 
the Treasury, in dollars. In principle, the revenue thus 
obtained was intended to defray the costs of the policy 
of maintaining world prices for the commodities con- 
cerned, as well as the cost of improving the methods of 
cultivation and of partly replacing these crops by others 
if and when necessary. 


The establishment of withdrawal quotas was tanta- 
mount to the formalization of differential taxation on 
exports, a measure absolutely essential for the unifica- 
tion of the exchange rate formation process. In the past, 
the impossibility of taxing imports for revenue purposes, 
on constitutional grounds, had given rise to the estab- 
lishment of multiple exchange rates applicable to im- 
ported goods. The wide disparities in the productivity 
of Brazil’s various export activities makes it possible to 
apply a surplus retention policy, which is financed with 
resources earned by the high-productivity export sector 
and entails the conversion of foreign exchange at dif- 
ferent levels, according to the nature of the export com- 
modity concerned. 


Again, by virtue of Directive No. 204 the year-end 
financial disequilibrium was less secure than had been 
expected; to make this possible, a provision had been 
included which, although its only object was to solve 
the Government’s short-term financial problem, com- 
bined with the monetary resources obtained by other 
means to control the potential deficit of the financial 
year. The measure used to obtain internal financing re- 
sources was the issue of import drafts by the Banco do 
Brasil. The source of these was constituted by the prior 
deposits which importers had to make in order to secure 
the right to buy foreign exchange, and at first they were 
issued for the cruzeiro value of the corresponding con- 
tract negotiated by the importers, for a period of 150 
days and at an annual interest rate of 6 per cent. 

Directive No. 204 retained the previous provisions for 
the direct control of imports of luxury consumer goods. 
Instead of the former higher exchange rate, proper to a 
market with a scanty supply of foreign exchange under 
the direct control of the Government, it established the 
procedure consisting in the prior sale of import permits, 


whose issue reflected the direct control of the supply 
of foreign exchange for imports of goods of this type. 


The accumulation of heavy external commitments; the 
unfavourable trend of exports, which were further dis- 
couraged by the low level of exchange rates; the ex- 
pansionist trend of subsidized imports, were all factors 
which at the beginning of the sixties combined to create 
a situation such that measures had to be taken. An at- 
tempt was therefore made not only to curb, through the 
adjustment of the exchange rate, the trend towards exces- 
sive expansion of imports of certain subsidized items 
(wheat, petroleum and petroleum products, etc.) but 
also to consider the development of exports as being of 
primary importance for a satisfactory evolution of the 
economy, calculated to relieve the external bottleneck. 
Moreover, the exchange policy pursued under the Target 
Plan had had the effect of reducing the resources ac- 
cruing from external transactions, directly because the 
subsidies granted reduced the margin of profit on the 
auctioning of foreign exchange, and indirectly because 
the basis of calculation of the customs tariff and the 
fuel tax was kept unduly low by the over-valuation of 
the exchange rate. For example, the low cost of liquid 
fuels had had a detrimental effect on the financial situa- 
tion of PETROBRAS, which made an adjustment of its 


income levels essential. 


These factors were directly behind the need for an 
exchange reform, but it must be pointed out that at the 
same time such a reform coincided with other interests. 
For example, it would establish a more efficient market 
reserve for the domestic capital goods industry, by rais- 
ing the relative prices of the goods in question. In the 
not far distant past, these effects by raising the cost of 
investment, would have been unfavourable to a process 
of industrialization in need of encouragement, but they 
were now particularly attractive to an economy where a 
significant capital goods industry already existed. Un- 
questionably, the level of activity and rate of growth of 
this branch of industry partly depended upon the exist- 
ence of relative prices favourable to the competitive posi- 
tion of domestically-produced items, and on the internal 
market reserve which the reform would partially secure. 


It, on the one hand, the exchange reform served such 
important interests, to which must be added those of the 
export sector—certainly by no means negligible—it did 
not, on the other hand, affect forces that might have been 
capable of standing in its way. The limited share of 
consumer goods in the range of imports meant that the 
domestic budget was not vulnerable to the exchange ad- 
justment (provided that control was exerted over certain 
marginal exports which might affect internal supplies). 
Some industries, especially those using subsidized in- 
puts, would have to make adjustments in their costs, but 
in most cases these would not be very great and could 
easily be transferred to the consumer by means of a 
price increase. It would tend to raise the cost of some 
investments; but as far as new projects were concerned, 
this would not constitute a disincentive to entrepreneurs, 
provided they were guaranteed access to sufficient financ- 
ing. The only sphere in which the exchange reform 
would have directly detriment effects was that of ex- 
ternal financing already negotiated, which would have 
to be settled at a higher rate of exchange. But in face 
of such potent favourable factors, the sector losing by 
this was powerless to prevent the reform. 
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A more exact picture must be given of the repercus- 
sions of this metamorphosis of the exchange system. It 
was characterized by the abolition of subsidies and the 
establishment of a single market in which the exchange 
rate would be more freely determined. But in these cir- 
cumstances, the exchange instrument, deprived of its 
power to channel resources, ceased to be an important 
means of furthering the industrialization process and 
exerting selective control of imports. The problem of 
creating other instruments to carry out these tasks thus 
came to the fore, and the need for tax and monetary 
reforms became more pressing. 

It has already been pointed out that one of the im- 
portant factors which helped to bring about the ex- 
change reform was the need to improve the position of 
the Treasury. The exchange adjustment at once made 
it possible to obtain more revenue from import duties®** 
besides increasing the income of the state petroleum 
enterprise. It was of special importance for highway pro- 
grammes, which were subject to interruption because 
their financial resources were derived from the tax on 
liquid fuels.°> 

But other expedients implicit in the exchange reform 
directly strengthened public finance. The first consisted 
in the replacement of the former system of agios and 
bonuses whereby financial support was accorded to coffee 
policy by a more orderly system of tapping resources 
through a tax (retention tax) payable in dollars on ex- 
ports of coffee and cacao. This export duty constituted 
a fiscal instrument to stabilize the excessive fluctuations 
previously shown by the balances resulting from ex- 
change surcharges. The second procedure was the institu- 
tion of prior import deposits. Thanks to this device, 
which was gradually modified in the course of the period, 
the Banco do Brasil’s holdings were augmented by non- 
monetary resources, 

The prior deposits instituted under Directive No. 204 
were used, as from the date of issue of Directive No. 208 
(June 1961), to discriminate in favour of sectors and 
products. Exemption from this requirement was granted 
to certain imports from countries members of Latin 
American Free-Trade Association (ALALC), namely: 
machinery and capital goods to be used for installing 
an industrial unit or completing one already in exist- 
ence; imports directly affected by public bodies; wheat, 
petroleum and petroleum products, paper and printed 
matter, fertilizers, insecticides and goods with no do- 
mestically-produced equivalent. The number of items 
exempt from the prior deposit requirement was subse- 
quently reduced. 

Again, the manipulation of prior deposits provided a 
means of meeting certain immediate financial needs of 
the Banco do Brasil, as well as of indirectly controlling 
the rate of imports and of financial remittances abroad. 
For this reason, the system has undergone frequent modi- 
fication since it was instituted, the amount of the prior 
deposits being raised or lowered according to the exi- 


94Tmport duties are calculated on an ad valorem basis, so that 
for fiscal purposes a cruzeiro/dollar conversion rate is needed, 
which is known as the fiscal dollar. Quotations are fixed by the 
administrative authorities in relation to the market exchange. 
Consequently, with the adjustment of the exchange rate the 
cruzeiro yield of this rate of conversion rose, thereby guaranteeing 
more income for the public coffers. 

95 Fuels are also taxed on an ad valorem basis, and the internal 
price structure of petroleum products is in direct proportion to 
the level of the exchange rate. 
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gencies of the internal and external situation. For some 
time the Banco do Brasil drafts to which these deposits 
are linked were withdrawn from the market. 


Furthermore, in adjusting the exchange rates in such 
a way that the process of forming them could more 
easily keep pace with the rate of inflation, the exchange 
reform took into account the need to encourage the ex- 
pansion of exports. Moreover, the weapons of defence 
of domestic industry were completed by the establish- 
ment of protectionist barriers for the producers of capi- 
tal goods. 

The process of reform of the exchange system cannot 
be said to have pursued an undeviating course from the 
standpoint of its adaptation to the new functions. It 
often happened, during the three-year period under con- 
sideration, that political disturbances led to the applica- 
tion of direct foreign exchange controls, Despite these 
interruptions, however, a glance at the three-year period 
as a whole reveals the consolidation of the trends sug- 
gested by the 1961 exchange reform. The new line of 
policy continued, substantial resources being secured for 
the public sector by means of exchange provisions; the 
policy of encouraging exports was maintained; and the 
defence mechanism of the domestic capital goods indus- 
try was completed by the change of approach in respect 
of foreign capital. 

In 1962 a law was passed and provisional regulations. 
established both for remittances abroad made by foreign 
enterprises operating in Brazil and for the inflow of ex- 
ternal savings, with the result that some aspects of the 
extremely favourable policy of the preceding period dis- 
appeared. 

In this context, it is important to bear in mind the 
difference between the influence of “payments to fac- 
tors of production abroad” on national income and 
their possible effects on the balance of payments, which 
are two very different things. With regard to the former, 
the fact is that in the post-war period, up to 1961, such 
payments had only represented less than 1 per cent of 
the gross domestic product.®® If, on the other hand, the 
problem is viewed from the balance-of-payments angle, 
it will be seen, for example, that in 1955-61 they ac- 
counted for approximately 16 per cent of total exports. 
earnings. Although a proper distinction, the fact remains. 
that for one reason or another the problem became one 
of the burning questions of the day. 


Directives Nos. 231 and 232, which followed the: 
passing of the above-mentioned law, established provi- 
sional regulations for remittances of capital abroad. Their: 
provisions were definitely specified at the beginning of 
1964, and stipulated that annual payments under the 
head of profits were not to exceed 10 per cent of the value: 
of the registered capital. The annual quota for amortiza- 
tion of capital investment was not to exceed 20 per cent 
of its registered value. 


It seems needless to add further details in relation 
to this legislation, as it was repealed in mid-1964. 


The sweeping changes undergone by the exchange sys- 
tem in recent years modified the structure of the whole 
set of instruments of economic policy. The limitations 
placed on certain functions of the exchange instruments 
had its counterpart in the changes introduced in other 
categories of instruments. 


96 See The economic development of Latin America in the post- 
war period, op. cit. 


Initially as a result of the concern aroused by the in- 
tensification of the inflationary process, and the need to 
obtain non-monetary resources to finance government ex- 
penditure, a series of financial provisions were gradually 
added during the past four years to the panel of instru- 
ments of economic policy. Several of them were intended 
to permit or expand public credit operations, to which 
virtually no recourse had been had in the fifties as a 
means of financing government expenditure. The various 
procedures recently applied can be classified in two 
groups. The first consists of medium-term operations for 
purposes not previously specified, and includes, the vari- 
ous kinds of drafts (Treasury, export and import drafts). 
The other expedient consisted in the launching of long- 
term loan securities earmarked for specific uses. In most 
instances, such operations were based on tax surcharges. 


Almost all these credit operations were of a compul- 
sory nature, Treasury drafts being the sole exception. 
Importers, exporters, income-tax payers and consumers of 
electric power were alike compelled to underwrite securi- 
ties in accordance with the amounts represented by the 
operations in which they participated. This element of 
coercion is explained by the high rate of inflation and 
the co-institutional restriction of the interest rate to 
1 per cent a month, factors which meant that government 
securities offered little inducement on the financial 
market. 


It is worth while to examine in broad outline the 
main types of credit operations recently applied by the 
Federal Government. 


To begin with, a new way of using the old Treasury 
drafts may be noted. This type of medium-term security, 
which had previously been used to counteract seasonal 
fluctuations in tax revenue, became more widely used as 
a financial instrument. In 1956, the commercial banks 
were authorized to hold, in securities of this type, up 
to 50 per cent of the compulsory deposits surrendered to 
the monetary authorities. The result was a considerable 
increase in the sale of these drafts. In addition, the Fed- 
eral Government began to use them for the purpose of 
granting loans to the administrative authorities of the 
states and municipios; issues made for this purpose can- 
not be used by commercial banks for their transfers of 


funds to SUMOC. 


At the end of 1959, when the exchange rate applicable 
to exports rose considerably, a new type of medium- 
term draft--the export draft—was instituted. The ex- 
porier received part of the value of the foreign exchange 
involved in bills of exchange for a period of 180 days 
—at an annual interest rate of 6 per cent. In 1961, in 
order to encourage exports, this partial retention was 


abolished, and the bills of exchange gradually died out. 


In that same year, along with the exchange reform, 
prior import deposits were instituted. Except during an 
interval of nearly a year, importers received Banco do 
Brasil drafts to the amount of the deposits, for a period 
of six months. These import drafts were very popular 
on the capital market, where they were negotiated at a 
high discount to allow for the rate of inflation and con- 
stituted the chief instrument of medium-term financing. 

As previously pointed out, government credit opera- 
tions are of a compulsory nature, because of the public 
sector’s incapacity to offer the holders of securities satis- 
factory returns. At the end of 1963 an attempt was made 
to overcome this obstacle by authorizing the Banco do 


Brasil to sell its own issues of bills of exchange. They 
were to be transferred to borrowers who wished to over- 
step the limits of their credit in the official Bank. But 
this measure was not maintained, in view of the appre- 
hension shown by investment, credit and financing com- 
panies as to its implications for the volume of their 
operations on the capital market. 


Concurrently with these medium-term operations based 
on tax surcharges, the Government launched three long- 
term credit operations. The first was carried out in 1962; 
it consisted in the approval, conjointly with salary ad- 
justments for public officials, of a compulsory loan in- 
tended to cover this increased expenditure, which was to 
be subscribed by income tax payers. Also in 1962, in 
addition to the strengthening of the funds for the elec- 
trification programme by means of the pertinent tax 
reform, another compulsory operation was inaugurated, 
this time among the consumers of electric power. Lastly, 
in 1963 a new loan was issued, on the basis of income 
tax surcharges, for the purpose of constituting the Na- 
tional Investment Fund. This financial provision, which 
augmented BNDE’s resources, was to be especially ear- 
marked for underwriting the increase in the capital of 
state enterprises, 


The accumulation of such provisions, the aim of which 
was to increase the State’s capacity to tap internal sav- 
ings, was one of the main features of the measures being 
taken to improve the existing machinery. It was pre- 
viously pointed out that, during the Target Plan period, 
the manipulation of the exchange rate was the main in- 
strument used to encourage and channel investment. As 
regards other forms of taxation, the paramount concern 
was how much revenue they would yield. An endeavour 
was made to build up a tax system which would be 
capable of keeping pace with the inflationary process 
and at the same time of adapting itself to the rapid 
structural changes, while incidentally increasing the Fed- 
eral Government’s share of the increments in the product. 
The changes in the tax system were dictated by this two- 
fold consideration, with the result that the tax burden 
increased during the fifties. With the series of modifica- 
tions of the tax system that followed, the most important 
taxes came to be established on an ad valorem basis, or, 
by virtue of frequent adjustments of their specific scales, 
maintained the same real ratios; at the same time the tax 
base and average rate of incidence were increased. In 
short, from the fiscal standpoint, the federal tax system 
steadily improved during the last decade. 


Nevertheless, these tax changes were carried out with- 
out an over-all conception of the tax system and of its 
functions as an instrument of economic policy. They 
were primarily governed by what might be described as 
fiscal pragmatism. The only thing the legislator troubled 
about was the amount of the resources that could be 
obtained; and the reforms introduced, almost always 
under the pressure of a substantial estimated deficit, gave 
rise to the establishment of a tax system that was full of 
contradictions and of little use as an instrument of eco- 
nomic policy. 

Despite the increased revenue obtained by means of 
the reforms, the tax system set up was not even con- 
structed in relation to its fiscal function. A large number 
of legal limitations, apart from deficiencies in the man- 
agement and collection of taxes, survived in the fifties 
as a legacy from the old pre-industrial pattern of so- 
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ciety. Pressures to increase government resources did 
not go as far as to promote a radical reform of legal 
definitions and administrative machinery in the fiscal 
field. This was partly because the adjustments effected 
on an empirical basis showed high revenue yields, and 
partly because the use of other sources of funds of an 
inflationary character was an easy way out which dis- 
tracted attention from a reform that, moreover, raised 
political problems that were difficult to solve. 


Observation of the progressiveness of the tax struc- 
ture reveals the paradoxes that crept in during the course 
of changes dictated solely by fiscal motives. For example, 
the different rates of taxes on consumption penalize cer- 
tain mass consumption goods (such as sanitary items) 
more heavily than some durable consumer goods; taxa- 
tion on the profits of juridical persons tends to ignore 
the disparities in income distribution; and so on. Yet 
in Brazilian legislation the need for the tax system to 
counteract the inequitable distribution of income is an 
explicitly stated principle. It would be easy to cite many 
other cases in which tax measures are at variance with 
the over-all objectives of economic policy. 


Although there has long been awareness of the defi- 
ciencies of the tax system, they only became of major 
concern to the Government when the aggravation of the 
inflationary process and the increasingly dangerous na- 
ture of fiscal deficits were reinforced by the shifting of 
the centre of gravity of the savings and investment process 
from the external sector to the internal economy. Not 
only was priority given to a reform of the tax system 
which would increase its efficiency as a means of pro- 
viding the Government with resources, but it began to 
be thought necessary to add new responsibilities to this 
traditional function. Thus, alongside, the changes aimed 
at increasing the fiscal efficiency of the tax system, a 
move was started to use differential tax treatment and 
tax incentives as instruments for the promotion of in- 
dustrial development. 


An increasingly favourable reception was also ac- 
corded to the idea of an over-all reform of the tax sys- 
tem which would give it a degree of progressiveness 
compatible with the economic situation and would en- 
able tax incentives to be brought into the service of 
development policy. The problem aroused so much in- 
terest in government circles that a high-ranking com- 
mission was set up to draft a preliminary reform project, 
which was to conform to the principles set forth in the 
Message from the President of the Council of Ministers 
to the Council in 1962 and endorsed in the Three-Year 
Plan in 1963. But although the timeliness of the subject 
has been underlined by the procession of tax laws that 
have followed hard on one another’s heels, the basic 
structure of the tax system has not been modified in any 
way that warrants reference to an effective tax reform. 
Such a reform is still a somewhat vague shape on the 
Government’s horizon. 


Thus, the changes in the tax régime that took place 
in the three-year period did not represent a radical re- 
form; but they did at all events introduce important 
innovations, and heralded a trend towards the complete 
remodelling of Brazil’s tax system. These innovations 
may be grouped in four major categories, according to 
the spirit by which their introduction was prompted. 


The first group shows no striking contrast with the 
changes effected during the fifties. Income tax under- 
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went almost annual modification during the three-year 
period that followed, the basic aim being to increase the 
revenue it yielded by raising the rates and closing the 
loopholes which allowed a great deal of evasion of 
certain types of payment to take place. In this context, 
great importance attaches to the change in the treatment 
accorded to bearer shares, which were subject to the 
highest rate in the progressive scale applicable to per- 
sonal income. Another point to be mentioned in con- 
nexion with income tax is the establishment of a variety 
of surcharges, which formed the basis for two important 
compulsory loan operations. Remittances of profits to 
persons living abroad were subject to the same rates as 
bearer shares; it should be noted that when the enter- 
prises concerned were engaged in economic activities 
of relatively little importance for the national economy, 
this tax was augmented by a 20 per cent surcharge. 
Lastly, income tax was made more progressive, either as 
a result of the measures listed above, or because tax 
schedules were related to the minimum wage. Similarly, 
steps were taken to increase the revenue collected by the 
Federal Government by rescheduling, on various occa- 
sions, the rates of the federal excise tax on consumption 
and the tax on electric power, fuels and financial opera- 
tions. From the fiscal standpoint, the most productive 
of these changes was that affecting the tax on electric 
power. 


In contrast, the second group of tax provisions applied 
during the period under consideration reveals an en- 
deavour to use tax machinery to further the ends of 
development policy. With the creation of SUDENE, pre- 
ferential tax treatment was granted to industries installed 
or in process of installation in the Nordeste and subse- 
quently, by extension, throughout the Norte area. The 
aim of these measures was to counteract to some extent 
the tendency for investment to be concentrated geographi- 
cally in the most dynamic economic areas. Briefly, in- 
dustrial investment in the less developed parts of the 
country enjoyed concessions such as the following. They 
were exempted from all import duties on industrial goods 
as soon as they were classified, at the proposal of 
SUDENE, as priority activities. Industries processing 
local raw materials and declared to be of importance 
for the development of the area will pay only 50 per 
cent of income tax and the corresponding surcharges, 
up to the financial year 1968. Juridical persons whose 
capital was entirely Brazilian were authorized to make 
a deduction of up to 50 per cent in their income tax 
declarations, provided that the resources concerned were 
used for the purposes of an industry considered to be 
of importance for the development of the area, and on 
the condition that they also applied resources of their 
own equivalent to the amount of the exemption. 


_ Lastly, in 1963 the system previously applied in rela- 
tion to the sales and consignment tax levied by the 
states was altered with a view to the partial correction 
of regional disequilibria. Under the previous legisla- 
tion, the tax had been paid in the place of residence of 
the seller, whereas it was now to be payable in the state 
of destination, in the case of transfers of industrial prod- 
ucts, and in the state of origin in that of agricultural, 
livestock or mining commodities. Special treatment was 
thus accorded to agricultural and mining states, which 
will always collect the tax on inter-state sales; the op- 
posite will take place in states whose production is 
mainly industrial, since these will lose the tax on trans- 


fers of their products outside their own territory. In this 
way an attempt has been made to benefit states produc- 
ing agricultural commodities and consuming industrial 
goods; this will help to offset the previous transfers to 
more highly industrialized areas represented by the taxes 
paid by poorer areas. 


During the three-year period the widespread demands 
of the Brazilian municipios for increased financial re- 
sources were given a hearing. In distributing tax powers 
among the three politico-administrative levels, the Con- 
stitution of 1946 had assigned the municipios taxes that 
were not very dynamic. In subsequent years the propor- 
tion of government income represented by these taxes 
declined, a process which facilitated the Federal Govern- 
ment’s investments in infrastructure. But the limited fi- 
nancial capacity of the municipios, which allowed of 
only a modest expansion of urban services, gave rise to 
severe pressure for the redistribution of income in favour 
of the municipios. In November 1961, the provisions of 
the Constitution with respect to the tax powers of the 
Federal Government, the state and the municipios were 
amended. By virtue of this amendment, two taxes were 
withdrawn from the states and handed over to the muni- 
cipios, namely, the rural land tax and tax on transfers 
inter vivos. It was also established that 15 per cent of 
total income tax revenue and 10 per cent of the total 
revenue deriving from the tax on consumption should 
be handed over to the municipios, with the saving clause 
that at least half the funds received by the municipios 
under the former head should be used for rural welfare 
projects. 


This change in the Constitution relieved the uneasy 
financial situation of the municipios, but also frustrated 
the aim of using the land tax to promote the economic 
efficiency of land use. When this tax had gone to swell 
the funds of the states, it had served as a supplementary 
resource for land reform purposes. Now it was in the 
hands of a smaller administrative unit, subject to more 
powerful pressure from local political interests, and not 
really in a position to help to reshape the structure of 
land tenure and improve land use; consequently, the 
tax was obscured or nullified. 


The fourth aspect of tax legislation in the three-year 
period which is worth mentioning relates to incentives 
to industrial exports. For example, to encourage exports 
of Brazilian products based on imported inputs, the total 
or partial reimbursement of import duties on the goods 
used in manufacturing those intended for export (draw- 
back) was established in conformity with the principles 
laid down by CPA (Customs Advisory Council). This 
concession was applicable to raw materials and semi- 
manufactured products used directly in the manufacture 
of goods for export; to parts, spare parts, apparatus and 
machinery for apparatus, vehicles or industrial goods 
intended for export; to goods intended for the packing, 
finishing or presentation of export products; and also to 
goods imported for processing in Brazil and subsequent 
re-exporting. 

In summing up this cursory appraisal of the changes 
made in the instruments of economic policy, it must be 
pointed out that while so far no remodelling of mone- 
tary instruments has been promoted, as occurred in the 
case of tax instruments, the reform of the machinery of 
economic policy has recently acquired new proportions 
and aroused greater interest. Some aspects of this de- 


velopment are worth noting. Throughout the whole of 
the post-war industrialization process based on import 
substitution, Brazil had no conventional Central Bank 
and no means of co-ordinating the various instruments 
and procedures applicable to monetary flows. However, 
this lack was namely of a formal nature, since from the 
standpoint of the requirements of development policy, 
the powers at the country’s disposal were adequate and 
efficacious. 


It should be recalled that the Federal Government, as 
the leading banker, had direct control of about 35 per 
cent of the loans obtained by the private sector, as well 
as of a major proportion of agricultural credit. Other 
financing agencies under its direct control granted almost 
all long-term and co-operative loans. In such circum- 
stances, the Government exercised direct influence over 
a considerable and strategically important proportion of 
monetary flows, a fact, which, in the absence of other 
considerations, reduced the need for more precise in- 
direct means of control of banking operations. Inasmuch 
as the savings and investment process was simplified and 
directly associated with external flows, the state was also 
able to resort to the manipulation of exchange instru- 
ments and thus dispense with the use of monetary in- 
struments in this field. Lastly, the secondary position 
occupied by the inflationary process as an object of eco- 
nomic policy at the level of government concerns, con- 
tributed to the relative oblivion to which monetary 
instruments were consigned during the fifties. In an eco- 
nomic atmosphere in which an annual rate of inflation 
of about 20 per cent was accepted without a tremor, it 
was easy to resort directly to forms of credit that tended 
to expand the monetary supply for the financing of 
Government deficits. 


But in the course of the industrialization process a 
situation gradually arose which was conducive to the 
assignment of priority to the remodelling and adjust- 
ment of monetary instruments. In the first place, eco- 
nomic life was becoming increasingly complex with the 
installation of industries manufacturing consumer dur- 
ables and capital goods. As production processes became 
more capital-intensive, new problems arose in connexion 
with the financing of long-term sales and the formation 
of working capital. Similarly, the system began to re- 
quire the financing of domestic production of capital 
goods. In response to these demands, the intermediate 
financing sector underwent institutional changes; a capi- 
tal market came into being; a large number of medium- 
term credit companies, mutual investment funds, and so 
forth, were set up; new financing practices made the 
banking system more complex. The control and regula- 
tion of these new agencies connected with monetary and 
financing operations entailed the need to make adjust- 
ments in the state apparatus. 


Secondly, as the inflationary process acquired an ex- 
ponential character it became the primary objective of 
economic policy. The control of inflation was indispens- 
able if economic growth was to be maintained and social 
tensions alleviated. As has already been pointed out, this 
anti-inflationary policy was largely the expression or the 
close concomitant of the need to establish new systems 
of financing public expenditure and the operations of 
the private sector. The transfer of the focal point of 
interest from development policy to stabilization naturally 
involved concern with monetary instruments. 
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Thus, the increasing complexity of an industrialized 
economy, the corresponding changes in financial institu- 
tions and the intensification of the inflationary process 
suggested the reorganization of the system of monetary 
control and policy formulation in this field. 


Despite the formulation of great many projects for 
the reform of the banking system and the creation of a 
Central Bank in accordance with the conventional pat- 
tern, Brazil went right through the fifties without in- 
troducing any radical change in its monetary instru- 
ments. After the creation of the Superintendencia da 
Moeda e Credito (SUMOC) in 1945,9% a measure neces- 
sitated by the fact that the expansion of the operations 
of the Banco do Brasil and the private banks had to 
be subjected to some measure of control, no other in- 
novation of any significance was introduced. The divi- 
sion of labour in the monetary sector between SUMOC 
and the Banco do Brasil made it possible to put into 
effect a monetary policy complementary to the industrial 
development effort. The Banco do Brasil fulfilled a num- 
ber of the typical functions of a Central Bank,®® thus 
reflecting the importance of the existence of a State 
Bank of such high financial standing in the Brazilian 
scene. In some respects the Banco do Brasil did act to 
this effect. For example, the behaviour of the Bank with 
regard to the expansion of the monetary supply was 
typical of its autonomy. The compulsory deposits made 
by the commercial banks, the amount of which was deter- 
mined by SUMOC, served as a basis for its credit opera- 
tions. In practice, this meant that the control of the 
creation of means of payment was switched over to the 
loan policy of the Banco do Brasil and subject to the lat- 
ter’s decisions. 


The joint action of the Banco do Brasil-SUMOC com- 
bination during the fifties undermined the foundations 
of the various projects for the creation of a Central 


Bank. 


As from the second-half of the fifties, the development 
of the production of durable consumer and capital goods 
brought into being credit, financing and investment asso- 
ciations. These complemented the services offered by the 
commercial banks, inasmuch as they extended medium 
and long-term credits and, by tapping private savings, 
made the financing of sales possible. As no adequate 


97 The terms of reference of SUMOC, which is a direct de- 
pendency of the Ministry of Finance, include the typical faculties 
of a Central Bank: to request issues of paper money, to receive 
only bank deposits, to establish interest and rediscounting rates 
as well as the percentages of the cash holdings of banks, to 
promote the sale and purchase of government securities, to guide 
and channel exchange policy and to undertake the supervision of 
banking establishments. 

98 The Banco do Brasil possesses the rediscounting and exchange 
departments and the bank clearing house that are typical of a 
Central Bank. Besides being a commercial and rural bank and 
the financial agent of the National Treasury, it is the communal 
treasury of the monetary authorities and controls foreign trade. 
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legislation existed, however, the intervention oi these 
associations in the field of operations of the commercial 
banks gave rise to innumerable problems. These and 
other distortions were attenuated by regulations which 
the Ministry of Finance issued in 1959, and by virtue 
of which the Government established rules for the con- 
stitution, financing and terms of reference of credit, fi- 
nancing and investment associations. 

Since that date, the Executive has submitted a quantity 
of draft projects and other alternatives to Congress, thus 
evidencing its interest in the question. It is true that so 
far none of these schemes has secured the political sup- 
port required for its approval, but there have recently 
been signs of a trend towards monetary reform which 
is on the point of taking shape in explicit legislation. 
Its characteristics are as follows: 

(a) The creation of a national monetary council (Con- 
selho Monetario Nacional), responsible for formulating 
a policy adapted to the over-all economic and social 
development objectives, with due regard to regional 
peculiarities and the selective distribution of credit ac- 
cording to the nature of economic activities. It will also 
be incumbent upon this Council to channel the applica- 
tion of the resources of financing institutions in general 
—both public and private—with a view to promoting, 
in the various parts of the country, conditions favour- 
able to the well-balanced development of the national 
economy. It will also be responsible for co-ordinating 
monetary and tax policy, in relation to the objectives 
established in a plan to cover several years, approved 
by the Executive. Lastly, the Conselho Monetario Na- 
cional will have to fulfil all the regulatory functions 
characteristic of a Central Bank, when, under the terms 
of the project, both SUMOC and the Banco do Brasil, 
which are at present responsible for formulating as well 
as executing monetary policy, have become merely the 
executors of the policy in question: 

(b) The functions of supervising the monetary sys- 


tem and preparing the analyses and reports required by 
economic policy will be left in the hands of SUMOC; 


(c) The Banco do Brasil will be the executive organ. 

It should be stressed that this project endows the 
public sector with all the instruments it needs for the 
effective formulation and control of money and credit 
policy. By rationalizing the operations of the financial 
agencies of the public sector, placing them under the 
guidance of the Conselho Monetario Nacional and re- 
modelling the activities of the whole of the private financ- 
ing system, this project for the reform of the banking 
and credit system really represents a concrete step in 
the direction of the precise adjustment of this important 
panel of instruments to the conditions obtaining in Brazil. 
The interest displayed in this question warrants the 
belief that the Legislature will shortly give its final ap- 
proval to the reconstruction of monetary machinery on 
the lines sketched out here. 


DUAL EXCHANGE RATES AND ECONOMIC DEVELOPMENT 
by Nicholas Kaldor 


The latest study by the United Nations Secretariat! 
provides ample proof, if further proof were needed, that 
the problem of the economic development of the low- 
income countries cannot be solved unless these countries 
become not only producers but also exporters of manu- 
factured goods on an important scale. At present 86 per 
cent of the exports of the “developing countries’? con- 
sists of primary products, and only 14 per cent of manu- 
factured goods. But the world market for primary com- 
modities expands only slowly, owing to the low income- 
elasticity of demand. This is partly due to the low 
income-elasticity of food consumption in the wealthy 
countries and the rapid growth of their own agricultural 
production, and partly to economies in the use of ma- 
terials in industry and the development of synthetics. 
Since 1938 the volume of world trade in manufactures 
has more than trebled, while the volume of trade in 
primary products has increased only by two-thirds. If 
the primary exporting regions were to continue to de- 
pend mainly on exports of primary products, their export 
receipts to the outside world could not be expected to 
increase by more than 3 per cent annually even if their 
export prices remained constant.? Their import require- 
ments, on the other hand, would be bound to grow faster 
than their domestic product—mainly because their im- 
port requirements for capital goods increase more rapidly 
than their domestic fixed capital formation, and also 
because their own income-elasticities of imports of con- 
sumer goods and raw materials are high.* According to 
the United Nations estimate, the attainment of a 5-per- 
cent annual growth rate (the United Nations “develop- 
ment target” for the end of the 1960’s) would require 
an annual increase in imports of at least 6 per cent a 
year.> Clearly, such rates of growth of imports cannot 


1United Nations, World Economic Survey, 1962, Part I: The 
Developing Countries and World Trade, New York, 1963. 

2This term comprises all countries except those of North 
America and Western Europe, together with Australia, the “cen- 
trally planned” economies, Japan, New Zealand and South Africa. 

3In the period 1950-61 the quantum of exports from the 
under-developed areas to the developed areas expanded at 2.6 per 
cent a year in the case of food, 1.6 per cent in the case of raw 
materials and 9.3 per cent in the case of petroleum; the current 
dollar value of exports of the three categories together increased 
at the rate of 3.3 per cent (see United Nations Statistical Bulletin, 
January, 1964, table B). Since the growth of petroleum exports 
cannot be expected to continue at such high rates, the rate of 
growth of the quantum of exports of primary commodities cannot 
be put at 3 per cent a year, given the current rates of growth of 
the gross national products of the developed countries (cf. World 
Economic Survey, op. cit., p. 6). : : 

4 (Cf. ibid., text table p. 6. Also, GATT, International Trade in 
1959, pp. 40-56. : ; 

5A 5-per-cent growth rate in the domestic product, with an 
estimated population increase of 2.4 per cent, would generate a 
rate of growth of real income per head of 2.6 per cent, which 
would mean that by the turn of the century real income per head 
in the under-developed countries would rise from the present $130 
to $360. At that level it would still be only one-quarter as high 
as the current level of real income per head in the United 


Kingdom. 


be sustained unless the rates of growth of exports are 
also stepped up to the same extent. While economic aid 
from the “developed” countries can provide a temporary 
solution to the developing economies’ growing balance- 
of-payments problem, it cannot, even in the best of cir- 
cumstances, provide a permanent one. A situation in 
which imports rise twice as fast as exports and in which 
the continuance of growth is so closely linked to the 
growth of imports, is bound to spell disaster in the long 
run. 

On the basis of current trends, and on the assumption 
that the current rates of economic growth of the under- 
developed countries were to be maintained, the propor- 
tion of annual imports to be financed by external aid 
would rise at an alarming rate, According to the pro- 
jection in the United Nations study,® a 4.8-per-cent aver- 
age growth rate for the domestic product of the under- 
developed countries would entail an increase of 95 per 
cent in their annual import requirements between 1959 
and 1970. Their export receipts from the sale of primary 
products at constant prices would, according to the 
United Nations calculations, rise by only 40 per cent. 
Hence their current trade gap with the developed coun- 
tries (allowing for a $2,000 million increase in exports 
of manufactures) would rise by $11,000 million, and 
their balance-of-payments gap on current account (on 
the assumption of a $4,000 million increase in their net 
adverse balance on invisible account) by $15,000 mil- 
lion—i.e., from $5,000 million in 1959 to $20,000 mil- 
lion in 1970—before any allowance is made at all for 
amortization or repayment obligations on past debts. It 
is unlikely that economic aid will be forthcoming on 
such a scale; the implied increase in net lending (i.e., in 
excess of debt repayments) by the advanced countries 
would be more than twice as great as the projected rates 
of growth of their national incomes, though as a propor- 
tion of the gross national products of the advanced coun- 
tries, or of their defence expenditure, even this sum 
would not loom large. But even if it were forthcoming 
in 1970, it certainly could not be expected to be so 
indefinitely—the United Nations projections, if carried 
forward to 1980, would yield a balance-of-payments gap 
of no less than $57,000 million. Unless the under- 
developed countries succeed in stepping up the rate of 
growth of their exports so as to narrow their trade gap 
sooner or later, the whole process of economic growth 
based on external aid is bound to break down. 

Given the low-income-elasticities of demand for food 
and raw materials in the developed countries, such an 
acceleration of exports can come only from one or two 
sources: either from an increase in exports (mainly 
primary products) to the centrally planned economies, 


6 [bid., table 1-6. 
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or from the growth of exports of manufactured goods 
to the developed countries.’ 


The volume of the under-developed countries’ exports 
to the centrally planned economies (including China and 
Yugoslavia) is still small; in 1962 it amounted to $1,500 
million, or just over 7 per cent of their total exports 
to the outside world. But in recent years it has been 
growing rapidly; during the period 1956-62 the value 
of this trade increased by 170 per cent, or 16.5 per cent 
per annum. If its volume continued to expand at say, 
9 per cent per annum—which is not impossible in view 
of the recent statements made by the USSR delegation 
to the Geneva conference*—the rate of growth of the 
total volume of exports of primary products (given a 
3-per-cent growth rate for the exportation of such com- 
modities to the developed countries) would gradually 
rise to 3.8 per cent by 1980 and, if the trend persisted, 
to 4.4 per cent by 1990. Assuming, however, that the 
import requirements of the under-developed economies 
would continue to grow at 6 per cent a year, this would 
still leave a very considerable gap between the rates of 
growth of their imports and their exports, which could 
only be filled by accelerating the growth rate of exports 
of manufactured goods. 


At present the world trade in manufactured goods is 
still almost the exclusive preserve of the advanced in- 
dustrial countries: the developing countries’ share is 
only 5.3 per cent (or 6.2 per cent, if the trade of the 
centrally planned economies is excluded from the total) .® 
In recent years, however, there have been welcome signs 
of improvement. Thus, in the five-year period 1957-62, 
the dollar value of the under-developed countries indus- 
trial exports to the developed countries rose at an annual 
rate of 6.6 per cent—i.e., at a slightly higher rate than 


7 An improvement in the terms of trade for primary products 
would ease their problems in the short run, but it could hardly 
compensate for inadequate growth of the volume of exports over 
longer periods, 

8 See reference in appendix below. 


9 This trade at present is highly concentrated, both as to coun- 
tries of origin and destination and as regards the nature of the 
commodities traded. According to the study by the United Nations 
Secretariat submitted to the Geneva conference, 10 countries 
(India, Hong Kong, Israel, Mexico, Iran, the Philippines, Pakistan, 
Taiwan, Argentina and Brazil) accounted for 75 per cent of total 
exports (excluding base metals), while 79 other developing coun- 
tries accounted for only 6 per cent. On the side of imports 56 per 
cent of the total (excluding base metals) was absorbed by the 
United Kingdom, the United States and EFTA countries. As 
regards the commodity composition of such imports, 25 per cent 
consisted of clothing, textile yarn, fabrics and other textile 
products, almost 40 per cent of base metals and the rest divided 
between carpets and leather goods (514 per cent), precious stones 
and pearls (3.8 per cent), various chemicals (3 per cent), ma- 
chinery and transport equipment (4.2 per cent) and all other 
items (18.5 per cent). (Cf. World Economic Survey, op. cit., 
chapter 3, and also United Nations Trade in Manufactures and 
Semi-Manufactures (E/CONF.46/6) .) 


OBSTACLES TO EXPORTS: I. THE 


The important obstacles to a high and sustained growth 
rate for exports of manufactures are not likely to lie 
on the side of production but on the marketing side. It 
is not unreasonable to suppose that with their national 
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the exports of manufactures of the developed countries;?° 


whereas in the previous five years, when the value of 
world exports of manufactures grew by 8 per cent a 
year, the exports of the under-developed countries in- 
creased only by 3.8 per cent yearly. If the growth of the 
latter’s industrial exports could be stepped up, to say, 
10 per cent a year—it would be hazardous to assume 
any higher figure—the rate of growth of their total ex- 
ports would reach 6 per cent by around 1985, which 
would enable them, from then on, to increase their cur- 
rent export earnings faster than their imports. Even on 
these assumptions it would take another twenty to twen- 
ty-five years before they could become financially self- 
supporting. 

The appendix to the present article gives the results 
of an arithmetical exercise showing how the current 
balance of payments of the under-developed countries 
would develop in the next forty years, on the assumption 
that their imports increased at 6 per cent a year, their 
exports of manufactured goods at 10 per cent a year, 
and their exports of primary products to the developed 
countries and to the centrally planned economies at 
3 per cent and 9 per cent a year, respectively. The 
calculations also assume that the terms of trade remain 
constant and that the average interest charge on all 
future aid received to cover their adverse balance on 
current account is 3 per cent. On these assumptions 
their trade gap, expressed as a proportion of imports, 
will begin to diminish after 1980, and their balance- 
of-payments gap after 1990, though in absolute terms 
the latter will continue to increase until the year 2000. 
The cumulative deficit in their balance of payments up 
to the year 2000 works out at $1,366,000 million—a stag- 
gering-looking sum, but in fact no greater than 1.5 per 
cent of the gross national products of the developed 
countries over the period, assuming that the latter also 
increase at a rate of 4 per cent a year. More than 40 
per cent of the total deficit is accounted for by addi- 
tional interest payments; if the aid to cover the current 
deficit were given in the form of donations or interest- 
free loans, the cumulative deficit would amount to 
$785,000 million only, or 0.8 per cent of the cumulative 
gross national products of the developed countries. 


No particular virtue is claimed for this exercise, ex- 
cept as a demonstration that “trade” and “aid” can 
in no sense be regarded as alternatives. If the under- 
developed countries are to achieve even a modest rate 
of growth in incomes per head and sustain it over 
longer periods, they will need every assistance to facili- 
tate their trade as well as all the financial support 
which the advanced countries are ready to provide. 


_10Since textile and clothing exports accounted for a con- 
siderable part (perhaps 40 per cent) of the increase in the 
developing countries’ manufactured exports in the five years re- 
ferred to and textile exports are now restricted (see below), there 
is a danger that this recent rate of growth may not be maintained 
in the near future. 


PROBLEM OF COMPETITIVENESS 


product growing at an annual rate of 5 per cent, the 
under-developed countries would increase their manu- 
facturing at a rate of 10 per cent or more, so that they 
would be capable of achieving a 10-per-cent annual rise 


in exports without requiring their exports to grow ata 
poe rate than their aggregate output of manufactured 
goods. 


However, the fact that they could expand their pro- 
duction sufficiently does not ensure that they could 
increase their exports at that rate. The latter possibility 
is contingent upon their ability to sell at prices which 
are competitive with the products of the advanced coun- 
tries; and on the willingness of the importing countries 
to allow this to happen, and not to frustrate their efforts 
by the imposition of rigid or discriminatory restrictions. 


Leaving the second factor aside for the moment, the 
main obstacle is likely to lie in the internal cost-and-price 
structure of under-developed countries as between pri- 
mary products and manufactured goods, which militates 
against the development of industrial exports. It has 
been well known since the days of Friedrich List that 
in the initial stages of industrialization the productivity 
of labour in manufacturing activities is very low—so 
low that even if wages are also very low manufacturing 
costs are high. As the scale of industrial activities ex- 
pands, productivity increases and costs come down— 
partly because of the economies of large-scale produc- 
tion, but to a more significant extent because of the 
accumulation of skill and know-how resulting from 
activity itself, as a consequence of “learning by doing”. 
This is the basic justification of the now universally 
accepted principle that an under-developed country 
needs to protect its manufacturing activities from foreign 
competition by restricting imports through protective 
duties or quantitative import controls. The protection 
of “infant industries” is necessary to equalize the differ- 
ences between “private costs” and “social costs”—i.e., to 
compensate for the fact that in the case of a less devel- 
oped country, the marginal costs of production incurred 
by the entrepreneurs are higher, relative to the marginal 
social costs, than in the case of a more developed 
country. Accordingly, it is impossible to secure the 
best allocation of resources—either from the point of 
view of a single country, or from that of the world 
as a whole—without interfering with the unhindered 
operation of the price mechanism by means of special 
taxes or subsidies. 

This classical argument has received powerful rein- 
forcement in recent years from the increasing recognition 
of the importance of “disguised unemployment” in under- 
developed countries, If the number who can be effectively 
employed on the available land is limited, there are no 
alternative forms of productive employment for labour 
employed in non-agricultural sectors; hence the true 
displacement cost of such employment 1s zero. These 
two arguments operate independently and powerfully 
reinforce each other. Increasing returns due to learning 
by doing, and disguised unemployment due to a surplus 
of labour relative to land, both set up discrepancies be- 
tween money cost and social cost in manufacturing pro- 
duction, and each therefore justifies differential taxation 
to promote industrialization. 

It is less generally recognized that in either case the 
equalization of social comparative-cost-ratios with pri- 
vate comparative-cost-ratios calls for a reduction in the 
cost of industrial products (in terms of agricultural 
prices) by means of subsidies, rather than for a rise 
in (domestic) industrial prices brought about by means 
of a tariff. Looked at from the standpoint of the internal 


redistribution of income, these two methods come to 
much the same thing: the effects of protective duties, by 
raising the prices which the agricultural sector pays for 
industrial products, amount to a taxation of agriculture 
for the benefit of industry, in much the same way as 
if a direct levy had been imposed on the former, and 
a direct subsidy paid to the latter. From the point of 
view of their consequences for economic development, 
however, the two methods are by no means identical: 
in the one case the internal price structure is adapted 
to the internal cost structure, whereas in the other case 
the internal cost structure is adapted to the external 
price structure. 


Import duties are efficacious in promoting industriali- 
zation so long as there is scope for creating an internal 
demand for home-produced manufactured goods in sub- 
stitution for imports. But once the limits of import 
substitution have been reached, the momentum of further 
industrial growth is bound to slow down—as indeed 
the history of many Latin American countries has shown. 
Industries which have been brought into existence in 
the shelter of import restrictions of some kind are not 
competitive in the world markets precisely because they 
are dependent on the maintenance of an internal price 
ratio between industrial and agricultural products which 
is higher than the prevailing world price ratio. Once 
the scope for import substitution has been exhausted, 
their further expansion is limited by the growth of 
internal purchasing power, which is ultimately governed 
by the growth of production in the complementary 
(agricultural) sector of the economy. 


Unless the internal market is sufficiently large to 
enable productivity to rise to the point at which costs, 
at the prevailing level of wages, drop sufficiently low 
to become competitive with world prices—in which case 
the industries cease to be “infants” and are no longer 
dependent on protection—the kind of industrialization 
which is fostered by import substitution does not make 
it possible to raise export capacity pari passu with the 
rise in domestic income and in import requirements. 
It is no accident that the cotton textile industry repre- 
sents the one example in which a succession of devel- 
oping countries has succeeded in attaining a strong 
competitive position in world markets. It is an industry 
which caters for mass requirements, and in which there- 
fore the size of the domestic market, even in low-income 
countries, is relatively large; it is also an industry 
where modern techniques and know-how are relatively 
easily acquired, and where economies of large-scale 
production cease to be significant beyond a certain stage. 
In most other cases, the establishment of a domestic 
industry does not raise the capacity to export because 
costs expressed in terms of common currency—local costs 
being converted to dollar costs at the prevailing rates 
of exchange—remain too high. 


This is the explanation of the apparent paradox that 
industrialization aiming at “import substitution” tends 
to cause a rise in import requirements relative to export 
capacities and hence a chronic balance-of-payments prob- 
lem. Although some imports are replaced by domestic 
production, the activity which is generated thereby in- 
evitably raises the demand for other imports: partly 
because the establishment of new industries requires 
investment with a high import content; partly because 
there is an import component in any industrial activity 
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connected with the use of non-indigenous materials, fuel, 
replacement of machinery and components, etc.; but 
mainly perhaps because industrial activity generates 
additional incomes—additional wages and _ profits—a 
proportion of which is inevitably spent on imported 
goods or services. 


When import requirements exceed the capacity to ex- 
port on account of high domestic costs, this is generally 
taken as evidence of over-valuation of the currency. In 
a sense it is; but it is essential to understand that it 
is not the kind of over-valuation that could be “cured” 
by any uniform adjustment of the exchange rate. This 
is because the exchange rate which would make it pos- 
sible for an under-developed country to develop export 
markets in manufactured products would mean a con- 
siderable under-valuation of its currency in terms of 
the primary commodities which form the great bulk 
of its exports; and the rise in export proceeds in the 
primary sector which follows a devaluation tends to 
generate an inflation in domestic costs and prices that 
soon neutralizes any initially beneficial effects on the 
export costs of manufactures. 


The reasons for this are to be found (apart from the 
rise in the cost of imported goods) in the close link 
between the local currency equivalent of the main ex- 
port products on the one hand and the prices of food- 
stuffs destined for local consumption on the other, which 
in turn may reflect factors operating on the side of supply 
or of demand, or of both. So long as primary products 
provide much the greater part of total exports, and so 
long as the bulk of such products—constituted by the 
so-called “cash crops”—is destined for export rather 
than for home consumption, competition will ensure 
that the money costs of agricultural products in terms 
of local currency will follow fairly closely the local- 
currency equivalent of the prices of cash crops ruling 
in the world market. In such circumstances, devaluation 
of the exchange rate will, in the first instance, raise 
the earnings of primary producers in terms of domestic 
currency; it will affect the external price, in terms of 
dollars, only in so far as the rise in earnings induces 
an expansion of output, and in so far as such an ex- 
pansion has an appreciable effect on total supplies in 
the world market. On the other hand the increase in 
earnings from export crops will tend to raise demand 
for foodstuffs on the part of the producers; it may also 
tend to reduce their supply, in so far as there is some 
marginal land which can be switched from food pro- 
duction for local use to the production of export crops. 
For both these reasons, a rise in the domestic price 
of export crops is bound, sooner or later, to lead to 
a corresponding rise in the local price of food. And 
since, at the levels of income characteristic of under- 
developed countries, money wages in industry will be 
closely related to the price of food, a rise in earnings 
from primary exports will tend to bring about a cor- 
responding advance in the level of money costs in manu- 
facturing production. (It is, however, important to bear 
in mind that this interrelationship reflects the scarcity 
of land, and not the scarcity of labour; the rise in 


11 “Import substitution” may be efficacious in reducing the 
proportion of imports to the gross national product. But since it 
also raises the gross national product (at a faster rate than that 
of the growth of exports) it leads to an increase in total imports 
which frequently tends to exceed the rise in export earnings. 
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wages is a consequence of the pressure on food supplies, 
and not of any increase in the demand for labour 
originating in the agricultural sector.) 

Hence, while, in the case of a developed country, 
there is a single rate of exchange which is capable of 
securing equilibrium between domestic costs of produc- 
tion and the prices, or the level of costs, prevailing in 
foreign markets, in the case of an under-developed 
country there is no single rate of exchange which is 
capable of securing this result. If the cost of producing 
primary commodities is taken as the basis, the appro- 
priate rate of exchange is a much higher one than if 
the cost of production in manufacturing is adopted as 
the standard. Precisely because the developing countries’ 
balance-of-payments problem requires an adjustment in 
cost structures (the reduction of manufacturing costs 
relative to the prices of primary products) and not just 
a change in the general level of costs in terms of interna- 
tional currency, the desired result cannot be achieved 
by a straightforward devaluation of their currencies. 


It is mainly for this reason that the periodic efforts 
of international authorities such as the IMF to secure 
an alleviation of the balance-of-payments problems of 
particular under-developed countries by the introduc- 
tion of more “realistic” exchange rates, however well- 
intentioned, have proved so misguided. In most of these 
cases (e.g., in those of Chile and Argentina in recent 
years) devaluation has been followed by a new wave 
of inflation which has swallowed up the stimulus to 
exports afforded by the devaluation within a relatively 
short period.1? The diagnosis that has led to such 
recommendations has been based on a false analogy 
between the situation of industrialized countries whose 
export prices are cost-determined and that of primary 
producers whose export costs are price-determined. 


But even if subsequent inflation did not occur, it is 
doubtful whether devaluation would be a sensible 
method of raising the export earnings of countries whose 
exports consist so largely of primary products. No doubt 
any particular exporter of primary products might 
snatch an advantage in this manner at the expense of 
his competitors; but for this very reason, devaluation 
by any one primary producer puts his competitors under 
strong pressure to follow suit; and if a wave of such 
devaluations led to any general expansion in the output 
of primary products, the position of each would be 
worse than before, as a result of the subsequent dete- 
rioration in the terms of trade.18 


There is no way out of this dilemma except by some 
system of dual exchange rates, or, alternatively, of 
combined taxes and subsidies which produce the same 
effect as dual exchange rates. 


Both for administrative and technical reasons, a system 
of dual exchange rates is likely to yield as good an 
approximation to the Pigovian prescription of adjust- 
ing relative prices in accordance with marginal social 
costs, as the more orthodox method involving a system 
of differential taxes and subsidies. 


12In Argentina the 40-per-cent devaluation of April 1962 was 
offset by an equivalent rise in domestic prices (of 65 per cent) 
by the end of 1963; in Chile the 42-per-cent devaluation of 
October 1962-January 1963 was offset by an equivalent rise in 
domestic prices (of 75 per cent) within a year. 

13 Given the well-known fact that the price-elasticity of world 
demand for primary products is considerably below unity. 


‘3 Under the dual system, a fixed rate of exchange—the 

official rate’—would continue to apply to staple ex- 
ports and to all essential imports, i.e., to all such imports 
as the Government does not wish to restrict for reasons 
of promoting domestic industries or for other reasons 
such as the discouragement of unnecessary or luxury 
consumption. In addition, there would be a free rate 
(which could preferably be operated as a floating rate, 
though it would be open to the monetary authorities 
to influence the rate in question through varying the 
classes of transactions admitted to it), at which the 
exporters of manufactured goods would be free to dis- 
pose of their exchange receipts, and at which the im- 
porters of all such goods as do not qualify for a cur- 
rency allocation at the official rate can purchase the 
necessary amount of foreign exchange in order to obtain 
a licence to import. The greater the pressure for such 
imports in relation to exports of manufactured goods, 
the higher the free rate will tend to be, in relation to 
the official rate: the higher the free rate, the greater will 
be the encouragement to the development of industrial 
exports. As the balance-of-nayments pressure eased with 
the expansion of exports, the premium on the free rate 
(in relation to the official rate) would gradually dimin- 
ish, and might disappear altogether when exports had 
risen sufficiently to balance the demand for imports 
at the official rate. So long as the Government can make 
certain that the foreign exchange proceeds from the sale 
of staple exports are surrendered at the official rate 
—which will be ensured if the marketing of such ex- 
ports is in the hands of a publicly-owned Marketing 
Board—the operation of such a system raises no great 
administrative difficulties. The kind of imports which 
are entitled to foreign exchange at the official rate can 
be clearly demarcated; and a system of advance deposits 
in local currency would ensure that the foreign exchange 
so allocated would in fact be spent on the goods in 
question. 


If the obligation to purchase foreign exchange at 
the free rate were to replace alternative forms of import 
restriction through protective import duties or import 
quotas, the system would possess two great advantages 
from the point of view of the efficiency of resource 
allocation. The first is that it would ensure that the 
differential tax on imports was matched by an equivalent 
differential subsidy on exports—the premium of the 
free rate over the official rate is indeed nothing else 
than a uniform ad valorem import duty in conjunction 
with a uniform ad valorem export subsidy. In the second 
place, it would combine the advantages of free trade 
from the point of view of fostering international spe- 
cialization and the division of labour with the advantages 
of protection for the promotion of local industrialization. 
(This second advantage would be obviously all the 
greater, the larger the number of under-developed coun- 
tries that adopted such a system.) For the fact that 
both the import-duty rates and the subsidy rates for 
any one country were uniform in ad valorem terms 
would mean that each country would tend to concentrate 
its resources on those particular branches of industry 
for which it had the highest comparative advantage; 
whilst the fact that these tax-subsidy rates would tend 
to vary inversely with the stage of economic develop- 
ment—the least developed countries tending to have the 


highest rates, and vice versa!4—would mean that relative 
backwardness would not impose a handicap on the devel- 
opment of industries in any particular area. It would 
thus combine the advantage of regional economic in- 
tegration with a balanced distribution of industrial 
development over the region: as is well known, eco- 
nomic integration through customs unions and free- 
trade areas (as between countries at substantially differ- 
ent levels of development) invariably tends to concen- 
trate development in the more advanced areas and to 
retard it in the more backward regions. 


As against this, it may be argued that a system of 
uniform taxes and subsidies may sometimes encourage 
the development of the “wrong” kind of industries: 
those which possess the greatest comparative advantage 
initially, but which may not be the most promising 
ultimately, in the sense, for example, that they afford 
the best opportunities for exploiting local natural re- 
sources, or that they possess—through linkage with other 
industries—external economies in the highest degree. 
The possibility of this certainly exists. However, ex- 
perience has amply shown that the alternative of promot- 
ing industrialization through differential taxes er prohi- 
bitions—giving each particular industry the protection 
it requires to make domestic production profitable— 
tends to produce the opposite evil of excessive diversifi- 
cation and fragmentation (with each country attempting 
to replace imports in respect of as many commodities 
as possible), the consequences of which are likely to 
be far more detrimental to economic development.'® It 


14 Since the less developed a country is, the lower is its capa- 
city to export manufactures in relation to its import requirements 
in the same category, the exchange rate at which its imports and 
exports of manufactures came into balance (which is the rate 
that would tend to get established, if the supply of foreign cur- 
rency in the free market came exclusively from the exporters of 
manufactures, and the importers of manufactures, were wholly 
dependent on that market to obtain licences to import) would 
obviously be the higher in relation to the official rate, the lower 
the stage of development. Indeed, for countries in the early stages 
of industrialization, it would be necessary to direct part of the 
foreign exchange earnings from the sale of staple products (or 
from other sources) to prevent the premium on the free rate 
from becoming inordinately high. Hence, irrespective of any 
general shortage of foreign exchange (which depends on the 
over-all balance-of-payments position), the less developed country 
could always ensure that the premium on its free rate stood higher 
than that of a more developed country—at any rate so long as 
countries refrained from manipulating the premium upwards by 
reducing the supply of foreign currency in the free market 
through open market operations. It would be reasonable, however 
(if this system came to be generally adopted), to fix a ceiling for 
the premium for each particular country—a ceiling that would 
take into account the varying circumstances of different coun- 
tries, in particular the differences in the level of their manufactur- 
ing costs in terms of primary products—and to require the 
monetary authorities of each country to keep the free rate at or 
below this level, by sales of foreign exchange in the free market. 


15 This has been the experience with experiments in economic 
integration through customs unions in Africa and the Caribbean 
(e.g., in the East African Federation, or the Central African or 
the West Indian Federation), and it is the main obstacle to the 
establishment of such federations among newly emergent states, 
many of which are much too small to permit the development of 
efficient industries catering only for their home market. 


18 [Tt would probably be too much to expect that the Govern- 
ments of under-developed countries could be induced to abolish 
such differential duties or prohibitions (as between different 
industrial products) altogether. But the institution of a free 
exchange rate, on the lines described, would certainly give a 
push in this direction; it would also open the way to regional 
agreements among the under-developed countries themselves 
which would permit their abolition in intra-regional trade. 
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is also conducive (as experience has shown) to an ex- 
cessive deterioration of the terms of trade of primary 
producers, with adverse effects on economic development, 
through the discouragement of agricultural production. 


A system of dual exchange rates is contrary to the 
prevailing economic philosophy, as embodied in the Ar- 
ticles of Agreement of the International Monetary Fund, 
and indeed the pressure of the IMF has been consistently 
exerted to suppress such practices.‘7 This again pro- 
vides an example of how rules which are reasonable 
enough as between developed countries are applied in 
the context of the very different circumstances of under- 
developed countries, where they make no sense. 

Failing a solution through a system of dual exchange 
rates, there are two possible alternative courses of ac- 
tion which would serve the same objectives. One pos- 
sibility would be a general devaluation of currencies 
combined with the imposition of such export duties on 
primary products as would leave the export proceeds 
of the producers in terms of local currency unchanged. 
The proceeds of the export duty could then be used to 
subsidize essential imports so as to prevent the infla- 
tionary effects of higher import prices on the cost of 
living. The alternative would be to leave exchange rates 
unaltered but to levy a tax on exports of primary prod- 
ucts, the proceeds of which would be used exclusively 
for the payment of a subsidy on exports of manufac- 
tures.18 

The first alternative has two disadvantages. For one 
thing, in order to deal with the problem of manufac- 
turing costs effectively, both the general devaluation and 
the rate of export duties on primary products would 
have to be fairly high—possibility as much as 50 per 
cent or more in some cases. It might be difficult for 
under-developed countries to impose such high export 
duties, since these are bound to meet with vigorous 
resistance from the primary producers. In addition, there 
would be a strong temptation for any one primary pro- 
ducing exporter to gain some competitive advantage by 
not imposing an export duty to the full extent of the 
devaluation.!® A second disadvantage is that a large- 
scale devaluation is bound to upset the internal price 
structure of imported goods of all kinds. It may be diff- 
cult to compensate for this effectively through a policy 
of subsidies to essential imports. 


The alternative policy of combining export taxes on 
primary commodities with export subsidies on manu- 
factured goods has the advantage that it affords a con- 
siderable stimulus to the development of manufactured 
exports with relatively little disturbance to domestic or 


17 Multiple exchange rates existed after the war in a number 
of countries (mainly in Latin America), though they were con- 
ceived as an instrument of import control rather than as one of 
export promotion. 

18 A third possibility—that of matching import duties on 
manufactures with equivalent export subsidies—comes to the 
same thing (except for the possibility of differentiation) as a 
system of dual exchange rates. 


19 Of course it is equally open to under-developed countries to 
pursue a policy of competitive devaluation to gain such advan- 
tages. For political and psychological reasons, however, it is 
easier for a Government to hold down the prices received by 
local producers by keeping the exchange rate high, than to bal- 
ance a low exchange rate by imposing high export duties. More- 
over, exchange rate devaluation is likely to be politically so un- 
popular as to restrain a Government from employing this weapon 
deliberately to gain trading advantages, except under great 
pressure. 
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international prices. Thus, for the average under-devel- 
oped country which derives 90 per cent of its export 
proceeds from the sale of primary products and only 
10 per cent from the sale of manufactured goods, a 
5-per-cent duty on exports of primary products would 
finance a 45-per-cent subsidy on industrial exports. Irre- 
spective of whether the export duty is passed forwards 
or backwards, a 5-per-cent duty is not likely to make a 
major difference either to the position of domestic pro- 
ducers, taken as a whole, or to the position of the im- 
porters of primary commodities. 


To be fully effective, however, the introduction of 
such a policy would require both the co-operation of the 
importing countries and general agreement on participa- 
tion among the under-developed countries. The main 
problem, as regards the policies of importing countries, 
is that the case for the differential subsidy on manufac- 
tured exports of under-developed countries should be 
universally recognized and that this should not be re- 
garded as an instance of “dumping”. As was shown 
earlier, the logical counterpart of the need for under- 
developed countries to impose protective duties on manu- 
factured imports, which is now generally recognized, is 
that they should also be exempt from the general prohi- 
bitions concerning subsidies on exports, provided that 
the extent and manner of administering such subsidies 
is governed by clearly defined rules. Such rules could 
take the form, inter alia, of limiting the amount paid 
in subsidies on exports of manufactured goods to the 
proceeds of the special levy on exports of primary prod- 
ucts. A ceiling percentage might also be fixed. It might 
further be considered desirable that the special levy on 
primary commodities should be made at a uniform 
rate not exceeding, say, 5 per cent of the f.o.b. value 
of exports of commodities subject to it. 


The effect of these provisions would be that the per- 
missible rate of subsidy on manufactured exports would 
vary inversely to the proportion of total export proceeds 
derived from manufactures. Thus, while a country which 
obtained only 10 per cent of its total export earnings 
from the sale of manufactured products would be able 
to grant a rate of subsidy of 45 per cent, another country 
which derived one-third of its export proceeds from the 
sale of manufactures would only be able to grant an 
export subsidy of 10 per cent; and a third country, of 
whose exports one-half consisted of manufactures and 
one-half of primary products, would be permitted an ex- 
port subsidy rate of only 5 per cent. In other words, 
the rate of subsidy would decline as a particular country 
advanced to higher stages of economic development, so 
that the share of manufactures in its exports increased. 
The definition of “primary products” and “manufac- 
tures” would require careful delineation, as well as the 
range of countries which should qualify for the privileges 
of the scheme. In the case of processed materials, the 
5-per-cent duty might be imposed on the value of the 
raw material content of the processed product, and this 
would be deducted from the subsidy payable on the f.0o.b. 
value of the processed goods. 


Clearly, a scheme of this kind would not provide 
quite the same flexibility as a system of dual exchange 
rates; it would not ensure that the subsidies on manu- 
factures were in appropriate relationship to the protec- 
tion conferred by import duties or quantitative restric- 
tions, or that the system of protection was rationalized 


through equalization of the rates of import duties on 
different commodities. And it is doubtful whether the 
political obstacles—the need to secure the consent of 


the developed countries to a scheme of export subsidies— 
are any less formidable than those involved in the opera- 
tion of a system of dual exchange rates. 


OBSTACLES TO EXPORTS: Il. POLICIES OF THE IMPORTING COUNTRIES 


The other main obstacle to the industrial development 
of the under-developed countries lies in the unwilling- 
ness of the industrially advanced countries to permit the 
importation of manufactured goods from low-wage coun- 
tries. This is based on a deep-rooted prejudice (which 
may have had more justification in pre-Keynesian times 
than in present circumstances) to the effect that such 
imports threaten the employment and the living stand- 
ards of their own workers in a way in which imports 
from high-wage countries do not. This view received 
some theoretical support from those economists who, 
reasoning on the basis of a peculiarly rigid interpreta- 
tion of the marginal productivity theory, argued that 
free trade between low-wage and high-wage countries 
would tend to equalize “factor prices” and therefore to 
reduce the real wage in the “advanced” country at the 
same time as it tended to raise the real wage in the 
“backward” country.?° 

It may be tedious, though not difficult, to prove that 
this view is based on a fallacy—at any rate in circum- 
stances in which the “advanced” country follows a policy 
of economic expansion associated with full employment. 
Assuming that effective demand is maintained at an 
adequate level to secure the re-absorption of labour re- 
leased from industries that are adversely affected by the 
imports in question, the total flow of goods resulting 
from the same quantity of employment will necessarily 
be greater than before: the labour required to produce 
the exports that pay for such imports must be less than 
the labour previously engaged in producing the goods 
which are now imported. This means that real wages 
will be higher as a result, unless the goods of which the 
supply increases consist exclusively of non-wage goods 
rather than wage goods. Since, however, imports of 
manufactures from low-wage countries are likely to be 
consumer goods, whereas the exports paying for such 
imports are more likely to consist of investment goods, 
the latter is not a likely contingency. It is more probable 
that the wage-earner will benefit from any resultant 
change in relative prices, as well as from any rise in 
wages associated with the increase in productivity. 


20F arded exposition of this argument, see W. F. 
Reiioek: aad °P. A. Samuelson, “Protection and Real Wages”, 
Review of Economic Studies, vol. IX, November 1941, pp. 58-73. 


21 The fallacy in the “factor-price-equalization” theory which 
suggests the opposite conclusion is that it assumes that there is, 
in some sense, a given amount of total capital in the coun- 
try which is not altered by such a structural change, so that 
when the labour-intensive industries contract, and the capital- 
intensive industries expand (it is supposed that the contracting 
industries are labour-intensive, since it is in these industries that 
the low-wage country will have a comparative advantage), there 
must be some offsetting change in the capital/labour ratio in all 
industries; otherwise the available amount of capital will not 
suffice to employ the same number of workers in the new situation 
as in the old situation. Hence the marginal product of labour will 
fall, even though the average product of labour has risen. The 
simple answer to this is that capital is not like “land”, and its 
quantity cannot be treated as “given , irrespective of the dis- 
tribution of output between industries. When the output of 
“capital-intensive” industries expands, the total amount of 


In fact, the consequences of cheap imports from low- 
wage countries are in no way different from the effects 
of labour-saving innovations. In both cases there is a 
threat to labour in a situation in which effective demand 
is static, so that the saving in labour will reduce em- 
ployment rather than increase total production. And in 
both cases there may be serious problems of adjustment 
and adaptation if the changes are too swift or sudden. 
But whereas the adjustments connected with the progress 
of technology have come to be accepted as part of the 
cost of economic progress that can, and must, be taken 
in its stride, the entirely analogous adjustments neces- 
sitated by enlarged import opportunities are still strongly 
resisted, despite the fact that quantitatively, adjustments 
of the latter type are likely to be far less important than 
those connected with technological advances. In what 
way does the development of a textile industry in Hong 
Kong differ from the invention of a synthetic fibre? A 
country like the United States would never dream of 
putting any obstacle in the way of the exploitation of a 
new invention, however much this might threaten some 
old-established industry; yet it is perfectly ready to in- 
voke the escape clauses of GATT to protect its own 
textile industry from the threat of “market disruption” 
by means that are wholly inconsistent with its proclaimed 
economic philosophy.?? . 

While quantitative restrictions on imports by the west- 
ern European countries were gradually abolished in the 
1950’s as regards intra-European trade and later also 
as regards trade with the dollar area, such liberalization 
has not been extended to imports of manufactures from 
low-wage countries: indeed, in the last few years im- 
portant new restrictions have been introduced. The 
United Nations Secretariat assembled an impressive 
amount of evidence (in preparation for the Geneva Con- 
ference) of the nature and extent of such restrictions.?3 
It appears that the two major member countries of the 
European Economic Community (EEC), France and 
Germany, apply quantitative restrictions to most items 
which are of importance to the under-developed coun- 
tries, with the exception (in some cases) of imports 
from countries who are overseas associated members of 
EEC. The United States and the United Kingdom, in 
contrast, pursued, until recently, a liberal policy with 
regard to such imports;?4 but when, in the late 1950's, 


“capital” necessarily expands with it; the growth of output in 
industries with a high output per head and a high capital/labour 
ratio necessarily goes hand-in-hand with an accelerated rate of 
accumulation of capital. 

22 Cf. United Nations, World Economic Survey, op. cit., p. 70. 

23 Cf. World Economic Survey, op. cit., chap. 3, and also 
United Nations document E/CONF.46/6, pp. 40-49. 

24 This is best shown by the large difference in the share of 
under-developed countries in the total imports of manufactures 
(excluding base metals) of the various developed countries in 
1962. Whereas their share amounted to 12.3 per cent in the case 
of the United Kingdom and 11.3 per cent in the United States, 
it only amounted to 3.8 per cent in the case of Germany, 3.2 per 
cent in the case of France and 1.3 per cent in the other countries 
of the EEC. (Cf. United Nations document E/Conf.46/6, table 
8, p. 23.) 
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there was a sudden upsurge of textile imports from 
Hong Kong, India and Pakistan, both countries began 
to apply quantitative restrictions—either by direct con- 
trol, or by the indirect method of inducing the exporting 
countries to introduce restrictions on their own exports. 
On the initiative of the United States an international 
cotton textile agreement was concluded in 1961 which 
was later renewed for a five-year period. The new feature 
introduced by this agreement is that “market disrup- 
tion”, which could previously only be invoked with the 
authority of GATT, can now be declared unilaterally by 
the importing countries, without international review.?° 


While these restrictive policies mainly affect textiles 
and clothing, it must be remembered that these are the 
only fields in which a number of under-developed coun- 
tries have already attained a strong competitive posi- 
tion.26 So long as the present attitudes remain unchanged, 


25 The long-term international cotton agreement of 1962 stipu- 
lated that countries maintaining restrictions inconsistent with the 
GATT should progressively relax these restrictions and eliminate 
them as soon as possible; it also provided that there should be 
an automatic annual increase in quotas while the restraints are 
in force. Subsequently a number of importing countries announced 
annual increases of quotas for the five-year period of the agree- 
ment (by 12-19 per cent a year) but the largest importers, the 
United States, the United Kingdom and Canada exempted them- 
selves from any obligation to admit increasing imports—on the 
ground that their current imports are already large! Since “market 
disruption” can only occur as a result of a rapid growth of im- 
ports, it could only justify a limitation on the rate of increase 
in imports, not an absolute ceiling on their size. (Cf. United 
Nations, E/CONF.46/6, pp. 47-49.) 

26 Exports of textile yarn and fabrics from under-developed 
countries to North America and Western Europe (including EEC 
and EFTA countries) increased from $220 million to $410 million 


there is no guarantee that similar restrictions will not 
be applied in other fields as and when these also attain 
a competitive position. 


It is to be hoped, however, that as a result of the 
efforts of GATT, the Geneva Conference, and the better 
recognition of the fact that the adjustment problems 
posed by the industrialization of under-developed coun- 
tries are basically no different from those caused by 
other forms of dynamic change (such as the invention 
of television, which caused “market disruption” for the 
motion picture industry, or the invention of the motor 
car, which caused similar disruption for the railways or 
the horse-breeding industry), these attitudes will change 
in the future. In the meantime there is a glaring incon- 
sistency between the professed aim of the developed 
countries to assist in the development of the nations 
through large-scale economic aid, and their commercial 
policies which prevent such aid from bearing fruit.?7 


between 1956 and 1961, or by 85 per cent, whereas such imports 
from other sources only increased by 45 per cent over the same 
period. In the latter year, however, imports from under-developed 
countries still accounted for only 13.5 per cent of total imports 
in these categories. (Cf. World Economic Survey, op. cit., table 
3-14, p. 69 and table 3.1, p. 76, and document E/CONF.46/6, 
table 5, p. 15.) 

27 At the Geneva Conference a number of developed countries 
(including Britain and France) yielding to the combined pressure 
of 75 under-developed nations, announced their readiness to 
accord preferences in the matter of import duties to under-devel- 
oped countries. It would have been more important if they had 
announced their readiness to abolish quota restrictions on such 
imports. (The United Kingdom, did, in fact, declare its willing- 
ness to do so, but only as part of a general agreement under 
which other developed countries follow suit.) 


Appendix 


LONG-TERM TRADE AND BALANCE-OF-PAYMENTS PROJECTIONS FOR THE UNDER-DEVELOPED 
COUNTRIES: AN ARITHMETICAL EXERCISE 


The projections presented in the attached table can in no sense 
be considered as forecasts. Their purpose is to show the long- 
term implications of current trends, and the requirements in terms 
of both trade and aid if a growth rate of 5 per cent is to be 
achieved in the national product of the developing countries 
throughout the rest of this century, on the assumption of con- 
stant rates of change in the relevant variables. 


The bases on which the various assumptions have been chosen 
are as follows: 

(a) The assumption that a 5-per-cent growth rate requires a 
6-per-cent rate of growth of imports is based on detailed studies 
of income-elasticities by the Secretariat of the United Nations;® 

(b) The assumption that the volume of exports of primary 
products to the developed countries expands at 3 per cent a 
year is based on an assumed growth rate of 4 per cent a year in 
the developed countries (which is the target fixed by OECD) 
and an income-elasticity of demand for primary products from 
under-developed countries of .75. The calculations assume con- 
stant export prices; 


(c) For the rate of growth of exports of primary products to 
centrally planned economies, 9 per cent a year has been chosen 


(Cf. United Nations, Trade Needs of Developing Countries 
for their Accelerated Economic Growth (E/CONF.46/58), Tech- 
nical Appendix. 
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as the most plausible assumption in the light of recent trends 
and of the study submitted by the USSR delegation to the Ge- 
neva Conference.b> The latter suggested that “in the opinion of 
Soviet economists” the total external trade of the USSR might in- 
crease fourfold by 1980; and that their trade with the under- 
developed countries “by utilization of the existing favourable 
possibilities” would increase eightfold in relaton to 1963 (9 per 
cent a year is equivalent to a sixfold increase in 20 years) ; 

(d) The rate of growth of 10 per cent for exports of manu- 
factured goods to the outside world has been chosen as the 
highest plausible growth rate that may be sustained over a long 
period, assuming that the policies of both the exporting and of 
the importing countries are modified so as to remove existing 
obstacles to such exports;¢ 


(e) The net adverse balance on services account (other than 
investment income) is assumed to increase at the same rate; 

(f) The net balance of investment income is assumed to in- 
crease by 3 per cent of the cumulative financial aid received 
from the outside world. This assumes that the developed coun- 
tries will be prepared either to make a fair proportion of aid 


>Prospects for the Development of USSR Forei Trade 
(E/CONF.46/108), paper submitted by the USSR. nie 
©The assumption of an 8 per cent growth rate for exports of 


manufactured goods would, ceteris paribus, increase the cumula- 
tive deficit up to the year 2000 by $925 million. 


available in the form of outright grants, or else to advance loans 
on specially favourable terms. (At present, in the case of India, 
for example, the average rate of interest on aid received in all 
forms works out at 4 per cent.) 4 


4The assumption of an average rate of interest of 4 per cent 


paula add $315 million to the cumulative deficit up to the year 


(g) The assumption that the volume of world trade in manu- 
factures will grow at 6 per cent a year assumes that measures 
of trade liberalization will continue as between the developed 
countries, as well as between the developed and the under- 
developed countries, and that the income-elasticity of demand for 
manufactures, of both developed and under-developed countries, 
will continue to exceed unity. (The rate of growth of this trade 
in the past decade was over 7 per cent a year. ) 


PROJECTIONS OF THE TRADE, BALANCE OF PAYMENTS, ETC. OF THE DEVELOPING COUNTRIES WITH THE OUTSIDE WORLD 


1960-2000 
ee ee ee eee 
Assumed 
exponential 
growth rate 
(percentage) 
Per Per 1960 
year decade (actual) 1970 1980 1990 2000 
Thousands of millions of dollars at 1960 prices 
Imports from the outside world (f.o.b.).......e0.eceee 6.0 82.2 22.4 40.8 74.4 135.5 246.9 
Exports of primary products (f.o.b.): 
amdevelopeds COUNTIES + ac scars os soe eo ee oe aera es 3.0 35.0 17.1 23.1 31.2 42.1 56.8 
To centrally planned economies..............eceeeees 9.0 146.0 12 3.0 the 17.9 43.9 
Exports of manufactures to the outside world (f.0.b.).. 10.0 171.8 2.6 del 19.2 52.2 141.8 
Wisinlecunlantel.chann sec ares oc ses eo eee —15 —7.6 —16.7 —23.3 —4.4 
Transport, travel and other services (net).............- 6.0 82.2 —1.0 —18 —3.3 —6.0 —11.0 
PRVESTMEnTeINEOIME o( NEL). oe en cls Ss se ke es owe eR Eee a —2.7 —5.8 —13.2 —26.6 —43.9 
Envyisiple balance too peaks te een oan nels ae ne —3.7 —7.6 —16.5 —32.6 —54.9 
BManCe ONTCULT ENE BCCOUMEcnac3s «0 nore a aac one oes —5.2 —15.2 —33.2 —55.9 —59.3 
Comulative balance in decade. 2... cc .cs cess cesses cess —_ —102 —242 —446 —576 
Gamulative balance’ from) 1960... cass. cce.ccsdscasvce ees _— —102 —344 —790 —1 366 
Cumulative balance from 1960 assuming interest-free aid — —87 —261 —534 —785 
Gross national product of developed countries........... 4.0 49.2 920 1373 2 048 3 056 4559 
Gross national product of developing countries.......... 5.0 64.9 170 280 462 762 1257 
World exports of manufacturesP..............0-e0eeees 6.0 82.2 61.2 111.5 203.2 370.2 674.4 
Exports of developing countries®.................e00- 10.0 171.8 3.8 10.3 28.1 76.3 207.4 
. Percentages 
Exports of developing countries as a percentage of 
world exports of manufactures ............ee000- 6.2 9.2 13.8 20.6 30.8 
Aid to developing countries as a percentage of gross na- 
tional product of developed countries 
I. Assuming average interest of 3 per cent on loans and 
grants: 
Perndeca de mepratte ne arses eerie ese ee nel ana Fitra ce eeeiatareeeNs 0.6 0.9 1.4 17 15 
[Gini hl me Anion oae Pee Gon OOOO Em Omonc One — 0.9 12 15 15 
Il. Assuming interest-free loans and grants: 
Per decade witsteceis)- cies corseve nies Sates tayerarane aeeeS — 0.8 1.0 1.0 0.7 
Gumulative msec sor erases ates erioe aisle afasisiotetea gauss — 0.8 0.9 1.0 0.8 


LLM 
a Assumed to increase by 3 per cent of the cumulative adverse balance on current account. 


b Excluding the centrally planned economies. 
¢ Including exports to other developing countries. 
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POPULAR PARTICIPATION AND PRINCIPLES OF COMMUNITY DEVELOPMENT IN 
RELATION TO THE ACCELERATION OF ECONOMIC AND SOCIAL DEVELOPMENT 


INTRODUCTION 


The present article reproduces the main ideas con- 
tained in one of the documents! presented by the ECLA 
secretariat at the Latin American Seminar on the Role 
of Community Development in the Acceleration of Eco- 
nomic and Social Development, held at Santiago from 
22 June to 1 July 1964.? Its aim, like that of the Seminar 
itself, is not to offer a set of concepts that have been 
fully worked out and substantiated, but simply to provide 
a basis for discussion and analysis of a problem that 
may well become of steadily increasing importance in 
Latin America. 


A study of the experiences recounted and the com- 
ments made in the course of the Seminar by develop- 
ment planning experts, sociologists and directors of 
national community development programmes may rein- 
force, supplement or modify some of the views ex- 
pressed in this article. The present version differs from 
the original document only in respect of a few statis- 
tical and stylistic changes, and the text has not been 
thoroughly revised in the light of the discussions in 
question. The secretariat therefore hastens to acknowl- 
edge the provisional character of the ideas put forward 
here: the sole aim of their presentation at the Seminar 
and their publication on this occasion is to promote 
an exchange of opinions which may gradually lead to 
the elaboration of more definitive conclusions. 

The division of the subject-matter into three duly 
demarcated sections clearly reflects the principal ob- 
jectives that underlay the convening of the Seminar, 
namely: 


1 ST/ECLA/CONF.18/L.1. 
2See the corresponding provisional 


CONF.18/L.4), 1 July 1964. 


report (ST/ECLA/ 


A. POPULAR PARTICIPATION IN 
AND SOCIAL 


1. PARTICIPATION OF THE PEOPLE AS AN INSTRUMENT 
OF DEVELOPMENT 


In the active search for resources and fresh ways of 
facilitating the acceleration of Latin America’s economic 
and social development, a new factor has gradually 
captured the interest of persons concerned with the 
theory and practice of development as a whole, namely, 
the possibility of conscious and organized participation 
by the people in specific development plans and projects. 
Side by side with such widely recognized factors as 
economic, financial and technological resources, internal 


A. To initiate discussion of the topic of popular par- 
ticipation in the efforts which the Latin American Gov- 
ernments are making or intend to make to accelerate 
the development of their respective countries; 


B. To consider Latin American experience in the field 
of community development, with a view to its systematic 
use as one of the various alternative ways of making 
popular participation possible on a deliberate, conscious 
and organized basis; 


C. To point out the main potential implications of 
such participation and of the assignment of such a 
function to community development, if, as seems likely, 
these systems of community activity are destined to con- 
tinue spreading throughout the continent and acquiring 
the status of national programmes. 


Thus, the first section is designed to promote dis- 
cussion on the importance and content of participation 
by the people themselves in development plans and pro- 
grammes. The second briefly reviews the development, 
nature and content of community development principles 
and methods, and offers a critical analysis of the status 
and trends of such activities in Latin America. And the 
last aims at introducing general discussion of the pros- 
pects for community development in the region, and 
touches upon some of the conceptual, technological and 
politico-administrative implications that might attach to 
its incorporation on a nation-wide scale. 


It will not be amiss to reiterate that the only claim 
made for the concepts and suggestions put forward 
here is that they may serve as a “point of departure” 
for the discussion of the question upon which Latin 
America has now embarked. 


THE ACCELERATION OF ECONOMIC 
DEVELOPMENT 


stability, planning, improvement of public administra- 
tion, land and tax reforms, international co-operation, 
etc., Governments and planners are beginning to attach 
importance to the decisive value of an organized con- 
tribution on the part of the people.® 


8 See ECLA, Progresos en materia de planificacién en América 
Latina (E/CN.12/677), pp. 30 et seg.; Latin America and the 
United Nations Conference on Trade and Development (E/CN.12/ 
693); and the Colombian Development Plan, Plan General de 
desarrollo econédmico y social 1962-1970, Administrative Depart- 
ment of Planning and Technical Services, Office of the Presi- 
dent of the Republic, Bogota, 1961, pp. 422 et seq. 
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It is highly significant that the raising of the people’s 
role to the category of an essential resource in the 
acceleration of development is based on conviction and 
on essentially technical and practical criteria. It has 
been coming about gradually as over-all economic 
and social development plans have been prepared or 
launched by some of the Latin American countries, 
and has coincided precisely with the moment when 
planning and public administration techniques appear 
to have made significant progress. The impression gained 
from an analysis of this situation is that it reflects not 
merely a new political slogan, but rather the objective 
recognition that it is the national community, on an 
integrated and organized basis, which can give real 
effect to the rationally formulated plans and programmes 
designed to remove the causes of under-development. At 
the same time, it appears to imply an act of faith in 
the Latin American peoples. 


There is seemingly sufficient awareness of the fact 
that the acceleration of economic development and the 
improvement of the unsatisfactory living conditions 
existing in most of the Latin American countries con- 
stitute a complex process that is essentially dependent 
upon their limitations in respect of economic, financial 
and technological resources, and advanced administra- 
tive and planning practices. Likewise, there appears to 
be general agreement as to the need for various struc- 
tural changes and the retarding effect of the present 
deteriorating trend in these countries’ terms of trade, 
as well as of the limitations of international trade 
mechanisms.‘ These are vital factors, and therefore 
merit the most serious consideration and the proper 
approach. However, there is yet another of fundamental 
importance, which, even if in some degree the product 
of the existing low development levels, is usually one 
of the most effective stumbling-blocks to progress, i.e., 
the active or passive, positive or negative, part played 
by the people as a whole in the formulation and 
execution of programmes to expedite development.® 


The foregoing implies the inclusion, in the conven- 
tional list of recognized factors determining the devel- 
opment rate of the Latin American countries, of the 
intangible factor represented by the people’s individual 
and collective will and ability to play an active and 
positive role in endeavours to accelerate economic and 
social development. Its identification and recognition 
must consequently be followed by the search for con- 
ceptual methodological and functional instruments that 
will make it possible to define the content and scope 
of popular participation, and to plan it and apply it 
in the Latin American environment. 


2. NECESSITY AND DESIRABILITY OF POPULAR 
PARTICIPATION 


Experience in Latin America appears to indicate that 
well-conceived government decisions, plans and pro- 
grammes worked out on a technical basis, and even in- 
ternal and external financing and technical assistance 
possibilities, may exist quite independently of whether 


4See Latin America and the United Nations Conference on 
Trade and Development, op. cit. 

5 See Ratl Prebisch, Towards a dynamic development policy 
for Latin America, United Nations publication, Sales No.: 
64.I1.G.4, and The United Nations Development Decade. Proposals 
for action, United Nations publication, Sales No.: 62.I1.B.2. 
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the population and ruling groups are willing to carry 
them out or possess the proper machinery to channel 
the individual and collective will and ability to that 
end. Similarly, while the significant value of the support 
and of the legal and policy-making decisions of Gov- 
ernments and legislative bodies must not be under- 
estimated, there are signs that the enactment of laws 
and decrees and the adoption of policy decisions are 
not enough to ensure the full implementation and con- 
tinuity of programme activities. 

From the standpoint of the socio-cultural and politico- 
administrative implications of development plans and 
programmes,® it is further concluded that these must 
obviously interpret the real social situation; they must 
be understood and fully accepted by the people, who 
must themselves put them into practice. The accurate 
projections, the strictly technical and scientific diagnosis, 
and the objectivity of planning techniques, though in- 
dispensable, are seemingly insufficient to guarantee the 
attainment of specific targets, unless they represent true 
national aims which the people are desirous and capable 
of achieving, and are functionally organized to fulfil.’ 


At the level of principles, from the functional point 
of view it is the population which—in all its strata and 
sectors, and through its manifold and complex relation- 
ships—must conceive, execute and benefit from over-all 
development plans. This is particularly true if they 
entail structural changes and if, as should be the case, 
their aim is to remove the causes of under-development 
and not merely to alleviate some of its symptoms. 


In the first place an over-all development plan, if 
it is to have any significance, involves major changes 
in productivity levels and in the structure of production, 
employment, income, and goods and services; in pro- 
duction resources, capital, population distribution, and 
many other basic aspects of the life of a nation. It also 
brings about changes in the network of social and 
political relationships and in existing institutions. This 
whole process of reshaping the economic and social 
structure concomitantly entails a vigorous and complex 
process of socio-cultural change and active participation 
by the people. Secondly, in the general context of these 
plans the population, through its complex organization, 
plays the multiple role of architect, executor, and con- 
sumer or recipient. In the capacity of architect, it must 
formulate and consciously support targets; as executor, 
it must produce more goods and services more effi- 
ciently, consume and proceed as planned, and in gen- 
eral provide human resources, from the administrative 
élite to the broad masses of urban and rural workers, 
including the intermediate posts of authority and the 
different categories of technicians and administrators. 
As recipient, it must expand and consolidate the con- 
sumption of goods and services on a selective basis, 
and improve its levels of living and social status. 
Thirdly, if “final demand” and its structure must be 
equal to “aggregate supply”—in accordance with the 
working hypotheses laid down in some economic plan- 
ning systems—it follows that the people should be 
equipped and organized to act as “real purchasers” and 


6 See José Medina Echavarria, Economic Devel PG i 
America: Sociological considerations (E/CN.12/646), 1963, oe 
7 See Administrative Department of Planning and Technical 
Services, Social Development Programming Branch, Aspectos so- 
ciales del Plan General de Desarrollo de Colombia, Bogota, 1962. 


“total consumers” of all goods and services generated 
by the expansion of production implicit in the plans. 
It is likewise assumed that certain over-all and sectoral 
capital formation targets will have to be met, which 
presupposes a fairly clear awareness of the priorities 
and needs of the plan. Fourthly, given the Latin Ameri- 
can countries’ limited economic and financial resources, 
the people will presumably have to make additional 
contributions in the form of tax payments, the granting 
of facilities and voluntary labour. And in practice all 
this cannot be expected to emerge spontaneously from 
the marginal situation of large sectors and the inertia 
by which they are characterized; links must be delib- 
erately, conciously and systematically forged between 
the population at large and the aims inherent in the 
acceleration of development. 


Clearly, this reasoning in favour of such popular 
participation should not be interpreted in absolute terms, 
nor can its content be strictly quantitative. A population 
thus conceived as a compact unit with the organic 
capacity and sense of responsibility required for rational 
and synchronized action does not in fact exist anywhere, 
and certainly not in Latin America. It is idle to imagine 
that the people can be subjected mechanically to the 
rationalistic decisions typical of development plans.8 
Nor is there any suggestion that their participation 
can be rigidly organized. What is visualized is simply 
the possibility of their conscious co-operation in the 
direction and at the pace of programme activities. 
The intention is merely to try to bring the people into 
a more deliberate and conscious association with the 
plan in order to overcome a major part of the resistance 
they normally offer to any change in their economic 
life, production methods and patterns of consumption; 
to integrate, functionally and emotionally, in the life 
of the nation and in its efforts to expedite development, 
all sectors which up to now have been excluded. It is 
equally clear that such participation cannot be relied 
upon, or regarded as indispensable, in-all aspects of 
the complex process of formulation and execution of 
plans and programmes, but only in those of most vital 
importance for development, attracting most popular 
interest, and most likely to prove viable. 


From both the theoretical and the practical stand- 
point, there should obviously be a two-way channel 
of communication between the planning agencies and 
experts whose function is to work out rational com- 
binations of action and prepare investment and devel- 
opment projects, and the population whose role is to 
execute these projects and reap their benefits. Because 
of the very nature of their responsibilities, planners 
operate on the basis of macrometric dimensions and 
objectives, on an essentially theoretical and abstract 
plane. On the other hand, the people, through a com- 
plex chain of sectors, communities and organs of action, 
produce and consume, and are involved in a number 
of economic, political, social and cultural relationships 
which directly affect the course of accelerated develop- 
ment. That is to say, it is ultimately for the people 
themselves to implement, or fail to implement, the 


8 See Andrew Frank, La participacién popular en lo relativo a 
algunos objetivos econémicos rurales, preliminary observations pre- 
sented at the Seminar on Community Development and the Ac- 
celeration of Economic and Social Development in Latin America, 


held in Santiago, Chile, in June 1964 


recommendations and targets formulated by planners. 
In Latin America, however, there does not appear to 
be an adequate and practical functional channel of 
communication between these two basic executive fronts 
of planned development. As a rule, the work of plan- 
ning ends with the legal promulgation of the plan 
and its publication, couched in highly specialized tech- 
nical terms which only the initiated can understand. 
At best, reference to the plan is constantly made in 
presidential messages and high-level round-table dis- 
cussions. Meanwhile, the people and their communities 
and action groups are left in ignorance as to what it 
is all about, what practical contribution it makes and 
how they should organize themselves to take an active 
part in it. In these circumstances, it is not surprising 
that over-all development plans, whatever the scope 
of the changes they seek to introduce, remain on paper, 
inasmuch as every area, production sector, district and 
community in the country goes on producing, consuming 
and acting on the same old traditional lines, as if the 
plan had never been adopted or meant nothing to 
anyone. Moreover, it is readily understandable that, 
since there is no practical enforcement of plans, or any 
actual awareness of the importance, desirability and 
urgency of their implementation, or firm popular sup- 
port in the political sphere, their continuity is subject 
to the contingencies of political instability. Nor is it 
strange that at best plans are observed solely by the 
public sector, and sometimes only in part. 


This concern for the effect of deliberate and conscious 
public participation in development programmes is, of 
course, by no means new; it has found expression at 
different times and in different ways, especially in the 
ideological and political spheres. In development plan- 
ning in particular, there are several known versions 
of the concept, e.g., the “residual factor”, the “empathy 
index’”’,® “social communication”,!® and those which 
reduce participation by the people to terms of higher 
productivity and effective consumption. 


3. CONTENT AND SCOPE OF PUBLIC PARTICIPATION 


Recognition of the necessity and desirability of par- 
ticipation by the people in development programmes 
does not seem to be particularly rare in Latin America. 
On the contrary, the vast majority of government docu- 
ments and those issued by prominent political leaders 
contain frequent pronouncements renewing their de- 
mands and offers of support for such participation.’ 
The same tendency is evident in various documents and 
declarations at the continental level.1? The difficulty 
arises when its content and scope have to be defined, 
and when the time comes to put it into practice. A 
classification of the different interpretations current in 
the various countries, and even in the different political 
sectors of each, can be attempted. 


One of the most widespread interpretations is that 
public participation is fully realized through the prac- 


9See Daniel Lerner, The passing of traditional society, The 
Free Press, Glencoe, Ill., 1958. 

10 See Karl W. Deutsch, Nationalism and social communica- 
tion, The Massachusetts Institute of Technology, 1953. 


11 A number of presidential addresses can be cited. 


12 See, for example, Organization of American States, The 
Charter of Punta del Este, Washington, 1961. 
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tice of political democracy, i.e., through voting and 
party action in shaping the structure of the Government 
and guiding its decisions, Other versions place the em- 
phasis on participation by the people in the free play 
of the market in labour and in goods and services. 
Yet others conceive of such participation as the estab- 
lishment or organization of trade unions, while some 
view it as confined to the organization of co-operatives; 
or it may be regarded as taking the form of organized 
action by small communities, Opinion also varies as to 
the scope of such participation and whether it should 
be confined to the implementation of plans, or should 
also include their formulation. In addition the question 
has also been raised of the ideological and political 
implications of public participation. 

Leaving aside the highly ideological content of the 
concept of public participation, and limiting the subject 
to the realm of development needs, two specific and 
practical aims are pursued, as already indicated, that 
are inherent in the very nature of a development pro- 
gramme. One is to obtain the conscious, active co- 
operation of individuals and groups in different pro- 
gramme activities, as a means to the effective attainment 
of the principal targets established. The other is to 
overcome, by some suitable approach, the natural 
resistance of every individual and every community to 
any process involving change. 

In terms of the first aim, the population is regarded 
as producing, consuming and investing and availing 
themselves in various ways of the opportunities afforded 
by higher levels of living. In some cases, this is accom- 
panied by high output, and all these activities are in 
line with the country’s over-all development require- 
ments, while in others the opposite is true. It is ob- 
vious that in developing countries, the bulk of the 
population is ignorant of proper production techniques, 
cannot save, or does not know how to, has a marked 
tendency to consume superfluous and luxury goods, is 
prevented by inability or ignorance from taking a more 
active part in the process of creating wealth, and has 
no knowledge of how to use to more advantage the 
goods and services to which it has access. 


The aim of development plans is to deal adequately 
with these problems and to guide the development 
process into proper channels; but as a rule the people 
are not sufficiently informed of these aims or given the 
proper incentives; they do not know how to associate 
themselves with these efforts and usually there is no 
machinery enabling them to do so. Thus, the aim 
must be, as far as possible, to stimulate and make 
systematic use of the people’s co-operation through 
their more conscious, deliberate and organized par- 
ticipation: conscious, because the people must be con- 
vinced of the desirability and urgent need of expediting 
development and raising their levels of living; delib- 
erate, because it must be enthusiastic and spontaneous; 
and organized, so that it can be effected more easily 
and yield better results. Obviously it will be easier 
to meet these requirements if the people participate 
in making the decisions, 


The second main objective would require making 
every effort to overcome the resistance of individuals 


13 See ECLA, Social development in Latin America in the post- 
war period (E/CN.12/660). 


228 


and groups to any change provided for by the plans, 
particularly as regards production, consumption, stand- 
ard of living, etc. Such resistance stems from differ- 
ent causes, and in many cases may be an inherent 
part of the development process in the country con- 
cerned. However, it is not unreasonable to assume that 
the more the people are deliberatly and consciously com- 
mitted to the aims of the plan, the less such resistance will 
be. Broadly speaking, much of the resistance springs 
from socio-cultural factors and is inherent in any process 
of change. It is also partly due to the people’s ignorance 
of the content and goals of plans, and to the absence 
of any direct interest linking them with those goals, 
which can only result from a real association with the 
plans’ aims and an active participation in their formula- 
tion. Resistance is also due, of course, to the desire of 
individuals, groups, or sections of the population to 
defend their private interests, when they feel that the 
plans imply an actual or potential threat to those in- 
terests. Another cause of resistance is the party attitude 
of indifference or opposition to the Government and 
its decisions maintained by various sectors of public 
opinion, Or resistance may arise as a result of real 
or supposed conflicts of interest, either temporary or 
permanent, deriving from the very basis of the pro- 
duction process, such as those perennially confronting 
the owners and workers in a given enterprise. 


The active co-operation and lessened resistance aimed 
at cannot be expected to come about on the initiative 
of the people. There are many historical, cultural and 
political factors that may stand in the way. In most 
countries there seems to be no tradition to serve as a 
basis for this type of co-operation; on the contrary, 
broad sectors of the population have in general been 
excluded from the tasks of government and the further- 
ing of development.'* It is therefore necessary to create 
an adequate climate of confidence and to establish new 
incentives for all these hitherto excluded sectors, to 
provide a basis for public participation. 


There are several reasons for thinking that, broadly 
speaking, conscious and deliberate participation by the 
people on the lines proposed should be the result of 
a new dynamic social policy designed to accelerate 
development throughout the country, and not merely 
a phenomenon confined to small communities or par- 
ticular sectors. It should be the result of a new con- 
ception of the Government’s responsibilities and of the 
whole question of development. It should stem from 
public enthusiasm and public faith in certain aims of 
improving existing conditions of under-development, and 
should be backed by the direct interest of large sectors 
of the public. This implies that in some way they can 
take an active part in decisions, and have the oppor- 
tunity to ascertain for themselves the soundness, de- 
sirability and urgent nature of development programmes. 
Thus programmes should be formulated in terms of 
the direct interests of the people, and in understandable 
language that can command their enthusiasm and co- 


14 See ECLA, Social development in Latin America in the post- 
war period, op. cit.; President J. F. Kennedy, in his address of 13 
ca ne the Alliance for Progress; A. D. Hirsch- 

an, Journeys toward progress (Twentieth Century Fund, New 
York, 1963); and UN/ILO/FAO, Progress in land reform, Third 


Petts ve York, 1962 (United Nations publication, Sales No.: 


operation. Consequently, it also implies the existence 
of appropriate mechanisms for stimulating such par- 
ticipation and making it a practical possibility. 


4. SPECIFIC SPHERES OF PUBLIC PARTICIPATION 


Generally speaking, the specific contribution deemed 
necessary if development plans are to be carried out 
more efficiently can be dealt with in three broad cate- 
gories: decisions, or formulation of the plans; attain- 
ment of economic goals and improvement of the levels 
of living; and the strategy that should govern these 
efforts if they are to take an effective and consolidated 
form. As regards the first, it is highly desirable to have 
a practical instrument for channelling the people’s efforts 
and aspirations, though the procedures followed must, 
of course, depend on the characteristics of the country 
concerned and on the various local circumstances. 
Whatever the distinguishing features of such an instru- 
ment, it should be based on practical recognition of 
the power of action and decision of the large population 
sectors through the bodies that genuinely represent them. 
Under existing conditions, it would be unrealistic to 
expect any substantial contribution to the formulation 
of plans, but it would be perfectly reasonable to con- 
sider the possibility of setting up the appropriate ma- 
chinery to permit such a contribution on a progressive 
basis. This process should begin with a systematic dis- 
cussion between the planners and the representative 
sectors of the community, and become more firmly estab- 
lished as the community increasingly shares the respon- 
sibilities of government and consciously identifies itself 
with the decisions adopted by technical experts on the 
basis of popular initiative.> Here, as in all cases of 
public participation, the crux of the problem is the 
practical effectiveness of the instruments chosen and the 
authenticity of the popular representation upon which 
the discussions and decisions are based, Thought should 
also be given to the adoption of a new attitude of in- 
tellectual and professional humility and deeper under- 
standing of the whole complex of social problems, on 
the part of planners and technicians, that would enable 
them to share some of their responsibilities with the 
community. 

The contribution to the implementation of programmes 
is easier to define and quantify. Over-all development 
plans constitute not only a combination of lines of 
action and over-all objectives, but also a range of spe- 
cific targets of production, productivity, consumption, 
capital formation, raising of living standards, and many 
other essential aspects of the life of a nation. To meet 
each of these goals would require a specific contribu- 
tion, by one or more sectors of the population, of a 
kind that could be organized and made use of on a 
rational basis. Thus on the production front, these sec- 
tors could be linked with the programme through a 
knowledge of such goals and a suitably flexible organi- 
zation for their attainment in each of the most im- 
portant development areas. In the agricultural sector, 
for example, the people should be acquainted with 
production and productivity goals for the various crops, 


15In India, for example this type of public participation takes 
the form of a prior discussion of programmes between technical 
experts and representatives of local communities. The same pro- 
cedure is followed in Puerto Rico through the well-known “public 
interviews” (vistas piblicas). 


they should be given incentives to attain them, and 
should be organized to that end. Rural communities 
and the bodies representing them should be aware of 
the volume and quality of the commodities the country 
plans to produce, and of the annual increase in pro- 
duction laid down in the plan. They should also realize 
the desirability and urgency of the goals concerned, and 
the significance of their own effort in relation to the 
country’s over-all development. It follows that this par- 
ticipation by the people should constitute one of the 
primary practical aims of the agricultural sector’s 
programme. 


This system of participation may become essential 
to ensure the success of the general economic policy in 
many Latin American countries, not only as an end 
in itself, but also as part of the strategy of the plans 
and programmes. For example, several of these countries 
need to diversify their crops, and in certain cases their 
plans are drawn up on that basis. Yet many farmers 
persist in cultivating their traditional single crop, be- 
cause they have not been given proper information or 
guidance, and in any case they lack proper facilities 
for crop diversification.1® Some of the coffee-growing 
countries are a good illustration of this. The same 
applies to other sectors. For various reasons—for want 
of adequate information, or because the plan has not 
won sufficient support among producers, or they are 
not in sympathy with the plans’ aims, or sometimes 
because they are defending interests that conflict with 
those aims—the most dynamic sectors of many countries 
tend to follow an anarchical pattern of behaviour and 
to redouble their efforts in fields that are highly com- 
petitive or of little value to the country’s economy, 


A similar situation arises as regards the consumption 
of goods and services. It is common knowledge that con- 
sumption trends and the behaviour of the market in 
general are not governed strictly by rational principles 
or by the priorities of the developing countries. Devel- 
opment plans, by definition, seek to change this state 
of affairs and to introduce into the mechanics of the 
market concepts of priority, savings and orientation 
of consumption. However, it is easy to see that while 
government programmes in many Latin American coun- 
tries dwell on the need for austerity, the suppression 
of superfluous consumption and the strengthening of 
investment, broad sectors of the population seem to be 
following the opposite course, in flagrant conflict with 
their own interests. This is often due to the lack of 
an adequate and energetic economic policy to give 
impetus to, or even forcibly impose, the necessary 
changes. However, it should be remembered that in 
many cases mere coercive measures of frequent appeals 
by Governments are not enough. One cause of this situa- 
tion is that the people have not been given proper 
guidance or incentives, or so organized as to be able 
to attain such targets as rationalization of consumption, 
or capital formation. It is not unrealistic to believe that 
the bulk of consumers would respond to systematic 


16 There are obviously other causes besides the question of 
public participation, such as land tenure systems and the opera- 
tional and management methods of the agricultural sector, voca- 
tional training, etc. See “Agriculture in Latin America: Problems 
and prospects”, Economic Bulletin for Latin America, vol. VIII, 
No. 2, October 1963, pp. 147-194; Alvaro Chaparro, Un estudio 
de la educacién agricola en América Latina, FAO publication, 
Rome, 1959. 
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guidance through suitable channels if they were fully 
acquainted with the development plan and convinced 
that it is sound and urgently needed.'" 


The same might be said of levels of living, where 
neither public investment nor the community’s own 
resources are producing the yield, because active public 
participation is lacking. In fact the improvement of 
health education, sanitation, housing, and other com- 
ponents of the standards of living, calls essentially for 
action on two fronts. One need is for investment to 
ensure an adequate and prompt supply of goods and 
services; the other is for an effort by the community 
to take fuller advantage of government assistance and 
to make its own contribution to the solution of problems. 
Obviously no Latin American country is in a position 
at present to cover the huge cumulative deficit in health, 
housing, water supply, sewerage, schools, nuseries, parks, 
and other services.!® Moreover, strict priority in the 
treatment of basic development problems requires that 
investment efforts be centred primarily on the basic 
causal factors of under-development. This means that 
the people must continually increase their efforts and 
make the most of the benefits they receive. In such 
fields as health and education, for example, government 
action alone is not enough, and only a constructive 
attitude and clear awareness on the part of the people, 
in conjunction with adequate organization, can channel 
their efforts in the right direction.’® 


In the political and administrative sphere, too, public 
participation is a corner-stone of the execution of devel- 
opment plans. Implementation of public investment 
plans and of the whole development policy calls for 
an active channel of communication between high gov- 
ernment and planning spheres, and the people who must 
carry them out. It is at these levels that programmes 
and projects come into effect, and this is precisely the 
point of penetration that must be reached by the com- 
munications and co-ordination called for by an integrated 
and simultaneous effort such as the implementation of 
an over-all plan.?° Experience in Latin America shows 
that the traditional bureaucratic channels, though nec- 
essary, are not enough, particularly in the case of a 
national mobilization of efforts such as that entailed by 


17 This does not refer merely to the conventional business prac- 
tices of promoting and channelling market activities by means of 
publicity, since their automatic and mechanical nature and the 
interests they serve preclude them from being regarded as useful 
instruments for enhancing public participation on the lines 
proposed. 

18 See Report on the world social situation (United Nations 
publication, Sales No.: 61.1V.4, New York); The United Nations 
Devolopment Decade. Proposals for action, op. cit.; and Social 
eee and programmes in Latin America, E/CN.12/645, May 

BS, 

19 See Report of the Ad Hoc Group of Experts on Housing 
and Urban Development (United Nations publication, Sales No.: 
63.1V.1), para. 205 et seq.; Provisional Report of the Conference 
on Education and Economic and Social Development in Latin 
America, E/CN.12/639, Santiago, March 1962; CENDES, Censo 
de Salud Piblica, Universidad Central, Caracas, 1962; Final Acts 
of the International Health Conference, E/115, United Nations 
publication, New York, 1946. 

20See P. Mufioz Amato, Introduccién a la administracién pi- 
blica, Fondo de Cultura de México, Mexico, 1954, pp. 115 et 
seq.; A. Baykov, Historia de la educacién soviética, Fondo de 
Cultura Econémica, Mexico, 1948, p. 469; and Community devel- 
opment and national development (United Nations publication, 
Sales No.: 64.IV.2), para. 13. 
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over-all plans. Because of the inter-sectoral nature of 
development programmes, the collaboration and con- 
scious and enthusiastic participation of the people is 
far more vital. In order to ensure effective action and 
the active generation of economic and social development 
at the local level, local initiative and local government 
must be stimulated and strengthened; this cannot be 
done merely through bureaucratic and administrative 
action, but is essentially the result of the power of ini- 
tiative and co-operation of local communities and of 
the various organs of local opinion of the people. An 
analysis of some of the salient problems affecting plan- 
ning in Latin America shows that some of them derive 
from the failure of this power of initiative and effec- 
tive action to arise spontaneously at the local level.*4 
Over-all plans in fact represent broad lines of action 
and guidance, and the establishment of specific targets. 
To interpret these targets, begin working towards them 
and attain them fully, is essentially a responsibility at 
the intermediate and local level, which should find 
expression in operational plans and regional and local 
action. 


It should be recognized that this regional and local 
initiative cannot easily emerge spontaneously, because 
the widespread tradition in these countries has been to 
stamp it out in favour of an all-absorbing centraliza- 
tion.2? However, certain experiences at the local and 
regional level throughout the region indicate that only 
encouragement and organization are needed to make it 
reappear. In all probability the Venezuelan Government 
will have been able to bring the benefits of land reform 
to over 62,000 families in only four years, largely because 
it has systematically invoked and encouraged the initia- 
tive of rural communities and organizations so that 
they themselves can set it in motion.2? In Colombia the 
building of over 10,000 dwellings, over 2,000 schools 
and over 300 rural and urban water supply and sewerage 
systems was made possible by appealing to the com- 
munities and encouraging them to carry out the works 
themselves, with technical and financial assistance from 
the Government.” In Cuba illiteracy has been eliminated 
and progress has been made with other works by making 
them the direct responsibility of community organiza- 
tions. In most countries of the area thousands of dwell- 
ings have been built under the mutual aid and self-help 
systems, under which the community contributes about 
30 per cent of the costs. Many Asian countries, such 
as India, China and Pakistan, are trying to make use 
of local initiative to overcome the age-old barrier ex- 


f 21 See Progresos en materia de planificacién en América La- 
tina, op. cit.; ECLA, Note by the secretariat on problems of the 
Programming of social development, E/CN.12/661, April 1963; 
and A Handbook of public administration (United Nations pub- 
lication, Sales No.: 61.II.H.2). 


22See F. Albi, Derecho municipal comparado del a 
panico, Ediciones Aguilar, Madea 1 1955." o del mundo his 


23 See CORDIPLAN, Informe sobre el Programa Nacional d. 
Desarrollo de la Comunidad, Caracas, December 1962, Sed Re 


ae eS Community Development Mission to Venezuela (TAO/ 


24 See reports by the Ministry of Education on the Four-Ye 
. . a Bie 
School Building Programme; by the Institute of Land Credit, 
and the Institute of Municipal Development. See also the Co- 
lombian Development Plan, op. cit., and J. Martinez Espinosa 
Desarrollo de la Comunidad en Colombia, Santiago, June 1964. 
preliminary study by the United Nations. ; 


cluding large population sectors from the country’s 
economic life.?® 


On the other hand, where organized resistance is en- 
countered to such changes as agrarian, fiscal and admin- 
istrative reforms,?° there appear to be no organized or 
consistent efforts by the people to overcome it or to 
mobilize communities in defence of their real interests.?* 
If this discrepancy in pressures were remedied, such 
resistance would probably be less effective, and public 
participation on the lines suggested here would, of 
course, be a basic factor. 


5. EFFECTIVENESS OF EXISTING INSTRUMENTS OF PUBLIC 
PARTICIPATION 


The various channels and instruments for public par- 
ticipation that exist in Latin America,?® do not appear, 
when examined individually, to suffice alone to permit 
the carrying out of the complex role that falls to the 
people in the planned acceleration of economic and so- 
cial development. This statement does not involve any 
failure to recognize the value of some of the existing 
machinery, but is based on such considerations as the 
stage of development reached by these instruments, 
the generally negative role that some of them play or 
have played in Latin American economic and _ social 
development; and, above all, of the intrinsic limitations 
of each individual instrument. Detailed analysis of this 
aspect of the problem indicates that, broadly speaking, 
the political parties, instead of realizing the important 
part they can and should play in remedying the present 
conditions of under-development, seem to be still con- 
centrating on the traditional struggle for control of 
bureaucratic posts and the ensuing benefits.*® At the 
same time, the various capital associations, with few 
exceptions, are generally interested only in their par- 
ticular fields and in their association affairs, and do not 
seem to base their actions on any over-all conception 


25 See Government of India, Report of the Planning Commis- 
sion on the Appraisal and Prospects of the Second Five Year 
Plan, New Delhi, May 1958; United Nations, Report of a Com- 
munity Development Evaluation Mission in India, (TAO/IND/ 
31/Rev.1) ; Government of Thailand, Summary of National Com- 
munity Development Programme, Bangkok; and USAID, Five 
community development stories out of West Africa, Department 
of State, Series B, vol. 1, Washington, November 1962. 


26 See Report on the world social situation, op. cit., chapter on 
“Social ‘obstacles’ to economic development”, pp. 25 and 26; 
Raul Prebisch, op. cit.; and Social trends and programmes in 
Latin America, op. cit. 

27 See J. Chonchol, El desarrollo de América Latina y la re- 
forma agraria, Editorial del Pacifico, Santiago, 1964, pp. 94 
and 95. 

28 As previously stated, in Latin America there are different 
conceptions of the nature and scope of public participation, and 
consequently a different conception of the corresponding execut- 
ing instrument. Thus, action by political parties in the Govern- 
ment would be the instrument or channel, according to those 
who consider that the people participate through voting; corpora- 
tions and trade unions, according to those who maintain that 
public participation should be at the level of capital and produc- 
tion; civic associations, according to those who believe that it 
should take place at an essentially civic and non-party level; 
communities and small local groups, for the many who support 
the international community development movement. Thus dif- 
ferent instruments could be conceived for each of whatever ver- 
sions may exist of the actual concept of public participation. 

29 See “Partidos politicos y sociologia electoral’ (Memoria del 
VI Congreso Latinoamericano de Sociologia, vol. I, pp. 222-455, 
‘Asociacién Venezolana de Sociologia, Caracas, April 1961). 


of the country’s development. In some countries there is 
an obvious antagonism between groups of manufacturers 
and groups of importers and business men; or between 
the groups representing crop farmers and those repre- 
senting livestock producers, and so on.2® At the same 
time, civic associations as such do not appear to have 
any appreciable influence on Latin American public 
opinion, comparable with that exercised in the United 
States or in some European countries, and they normally 
confine themselves to promoting isolated vocational, 
sporting or religious activities. Moreover, with few 
exceptions, it seems that the “communities”?! operate 
on an isolated and very localized level, and usually 
concentrate on felt needs of no great importance in 
terms of the whole complex of development problems. 
At best, their radius of action is limited by their size 
and their essentially local character. The same applies 
to municipalities, whose influence and potentialities 
seem to have gradually declined in Latin America 
throughout the republican period, until most of them 
have become institutions possessing little capacity for 
action, virtually deprived of their own revenue, and 
subjected to the growing administrative centralization 
that prevails in most Latin American countries.*? 


The foregoing considerations lead to the conclusion 
that the question of instruments of public participation 
in terms of accelerated development still presents serious 
difficulties, calling for prompt and objective examination. 
On the other hand, there are encouraging signs that 
the people of Latin America are capable of associating 
themselves actively and effectively with planned ac- 
tivities in the development field. The problem now is 
to establish fresh bases for promoting and channelling 
public participation, and determine how to make use 
of some of the existing channels and instruments, to 
meet each country’s own development needs. 


In the quest for these bases and ways of promoting 
and channelling public participation, the international 
community development movement provides a number 
of possibilities that need to be studied in the light of 
the real situation and development needs of the Latin 
American countries. In fact, the achievements of many 
countries in Asia and Africa, and of some Latin Ameri- 
can countries, and the nature and scope of the prin- 
ciples and methods applied, indicate that this approach 
is highly promising. The United Nations is convinced 
of the usefulness and vital importance of community 
development,®* and is confident that these programmes 
“may provide the answer to an important and baffling 
obstacle to development—the failure to enlist the sup- 
port of people”.* At the same time, the General As- 
sembly declared recently that “community action is a 
valuable and effective instrument for achieving economic 
and social development” and invited “Member States to 
make the fullest and best possible use of community 
action in their efforts to promote economic and social 


30 See Latin America and the United Nations Conference on 
Trade and Development, op. cit. 

31 This word is used here in its sociological interpretation. 

32 See F. Albi, op. cit. 

33 See Economic and Social Council resolutions 390 D (XID), 
585 (XX) and 975 E (XXXVI), and General Assembly resolu- 
tion 1708 (XVI). 

34 The United Nations Development Decade. Proposals for ac- 
tion, op. cit., p. 39. 
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development, especially in_ sectors where there is a 
marginally employed population and in co-ordination 
with land reform”.®® On the basis of these considerations, 


35 See General Assembly resolution 1915 (XVIII) of 10 Decem- 
ber 1963 on community action. 


there now follows an analysis of the scope, and content 
of community development, in the light of past experi- 
ence and future prospects for its use in Latin America 
as an instrument for the promotion and channelling of 
public participation in the acceleration of development. 


B. PRINCIPLES OF COMMUNITY DEVELOPMENT AS A POTENTIAL CONTRIBUTION 
TO LATIN AMERICA’S ECONOMIC AND SOCIAL DEVELOPMENT PLANS 


1. DEFINITION AND EVOLUTION 


A number of principles and doctrines have been for- 
mulated, and various solutions tried out, in the search 
for a suitable approach to the key factor of participa- 
tion by the people in the acceleration of development, in 
view of the need for systems and methods that can en- 
courage in the people attitudes, abilities and_concepts 
conducive to economic and social progress. For more 
than fifteen years, principles and activities known inter- 
nationally as “community development” have been ap- 
plied and perfected, especially within the framework of 
the United Nations, with the support of most of the Mem- 
ber States. According to the agreed definition, commu- 
nity development connotes the “processes by which the 
efforts of the people themselves are united with those of 
governmental authorities to improve the economic, social 
and cultural conditions of communities, to integrate these 
communities into the life of the nation, and to enable 
them to contribute fully to national progress”.®® In other 
words, they are activities based on the combined effort 
of the local community and the Government to remedy 
the existing state of under-development. 


Clearly both sides of the Government-community part- 
nership have a major role to play.®” In fact here, as in 
all cases relating to development as a whole, the basic 
factors for progress would appear, in the last analysis, 
to be in the people themselves, in the community’s own 
initiative and its ability to strive for its own economic 
and social progress, assimilate it fully, and bring it to 
the stage of autogeneration and consolidation. It was 
on the basis of this doctrine that community develop- 
ment acquired its characteristic features in India under 
the guidance of Mahatma Gandhi and Rajendra Prasad, 
and later became the Government’s programme for 
1952.38 It was on the same basis that Britain promoted 
community development in some of its African colonies, 
as their independence approached, in an effort to remedy 
the long-standing exclusion of the people from the nation’s 
economic life. The new Government of the Philippines 
resorted to the same type of community development in 
the country’s reconstruction after the Second World War. 
The same is true of Latin America. From 1952 on com- 


36 See Community development and related services, Official 
Records of the Economic and Social Council, Twenty-fourth Ses- 
sion, Annexes, agenda item 4, document E/2931, annex III, para. 1. 

87 The Spanish version of the United Nations definition stating 
that people’s efforts are “added” to the Government’s might seem 
to imply that the initiative belongs to the Government, the peo- 
ple’s efforts being merely complementary. 

88 See M. K. Gandhi, Constructive Programme. Its Meaning 
and Place, New Delhi, 1941; R. Prasad, Constructive Programme, 
Some Suggestions, Narajivan Publishing House, Amedabad, 1942; 
and Report of a Community Development Evaluation Mission in 
India, TAO/IND/31/Rev.1, New York, 2 June 1960. 
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munity development was included in the programme of 
the Puerto Rican Government, and in 1955 became off- 
cially a part of Jamaica’s Farm Development Programme. 
In Venezuela it was introduced “in order to eradicate 
the paternalist conception of the Government and the 
State from the minds of the Venezuelan people, whose 
expectations were all centred on action by the State”.°® 
Action has been taken by other Latin American coun- 
ries on the same lines: in 1958 the Colombian Congress 
enacted Law No. 19, of which article 22 established 
“community action” in that country; the Government of 
Chile and the United Nations signed the Agreement on 
Community Development Activities in Puente Alto? in 
June 1962, and agreed to establish an experimental pro- 
ject in the department of Arica; the Government of Peru 
established the National Public Co-operation Programme 
and a corresponding Inter-Ministerial Executive Com- 
mittee by the Supreme Decree No. 37-F of August 1963.4 
Lastly, all the Latin American countries voted for Gen- 
eral Assembly resolution 1915 (XVIIT) on community 
action in December 1963, in pursuance of those same 
principles. 


In terms of content, characteristics and scope, commu- 
nity development is essentially a working method de- 
signed to permit the pooling of resources by the people 
and the Government in order to make use of those re- 
sources. Since its primary aim is to help to improve the 
economic, social and cultural conditions of communities, 
to integrate these communities into the life of the nation, 
and to enable them to contribute fully to national pro- 
gress, it can obviously be regarded as a means of ac- 
celerating development. As a system, it is founded on 
certain sociological principles and axioms—which are 
not always clearly defined in the different countries and 
projects—and as a means is related to the solution of 
specific problems of the community concerned, in the 
field of the public, community and social welfare services 
and in certain areas of production. : 


A detailed analysis of the background of community 
development and of the various forms it takes, in Asia 
and Africa, as well as in Latin America, indicates com- 
munity development does not have its own specific and 
clearly defined doctrine and methods. However, even 


; 39 Romulo Betancourt, President of Venezuela, in a speech de- 
livered at the Teatro Nacional, Caracas, on 15 January 1964, on 
the occasion of teacher’s day. 


40 See the Agreement on Community Development Activities 
concluded between the Department of Agriculture, the Depart. 
ment of Primary Education and Teacher Training, and the Na- 
tional Health Service of Chile, on the one hand, and the United 

ations on the other. See also Desarrollo de la Comunidad en 
Chile, Santiago, 1964, preliminary study by the United Nations. 

41See Inter-Ministerial Executive Committee of Public Co- 
operation, Cooperacién popular, Lima, 1963. 


though each programme has its own particular aims, 
places special emphasis on certain aspects, and claims 
to have its own methods, they all have a common basis: 
faith in the existing and potential capacity of the indi- 
vidual and the community, and the conviction that it can 
be consciously put to work, cultivated and directed into 
channels of economic and social progress. As regards 
the emphasis of programmes, community development 
began to operate in the thirties in the form of “rural 
reconstruction measures” in India, “rural development 
measures” in Ceylon and “mass education” in Burma, 
and later as “national reconstruction” in the Philippines 
and China (Taiwan) .*? In Latin America, possibly one 
of the most interesting developments was the “cultural 
missions” in Mexico in the twenties, not extended to most 
other Latin American countries in an equally flexible 
form until the fifties. Thus, while in Colombia the basic 
element in these programmes is participation by the peo- 
ple, or “community action”,#? in social infrastructural 
construction works, in Venezuela it is their participation 
in development programmes and in land reform.*! In 
Ecuador, Peru and Bolivia such activities have been 
carried out since 1962 under the name of “integration 
of the indigenous population”, sponsored and promoted 
by the International Labour Organisation with the co- 
operation of other United Nations specialized agencies,*® 
Brazil, with its vast territory, appears to provide ex- 
amples of all types of community development.*® Activi- 
ties in Paraguay seem to consist of economic contribu- 
tions by the people in the form of “offerings” that are 
constantly being organized to settle any important ques- 
tion connected with community facilities.47 In Chile they 
seem to aim at bringing about, through experimental 
projects, co-ordinated action between the health, educa- 
tion and agricultural services.*8 


Yet all these programmes—particularly those directly 
or indirectly receiving United Nations technical assist- 
ance*®—are based partly or wholly on unchanging con- 
cepts and procedures, or sociological and political com- 
mon denominators, that could form the basis for an 


42 See Report by the Secretary-General on evaluation of United 
Nations technical assistance activities in the field of rural com- 
munity development (E/CN.5/373), paras. 104-107; and John P. 
Lewis, Ouiet crisis in India, The Brookings Institution, Wash- 
inston, D.C., 1962. 

43 See Government Department of Community Action, El Pro- 
grama Nacional de Desarrollo de Comunidad de Colombia, pre- 
sented to the United Nations Workshop on Community Develop- 
ment, Bogoté, December 1962; J. Martinez Espinoza, La accion 
comunal como programa de gobierno, bases de metodologia apli- 
cada a la vivienda, Fundacién Universidad de América, Bogota, 
1960. 

44See Report of a Mission on Community Development to 
Venezuela (TAO/VEN/15); and El programa Nacional de De- 
sarrollo de la Comunidad de Venezuela, CORDIPLAN, 1963. 

45 See The Andean Programme, ILO, Geneva, 1961; and J. 
Rens, “The Andean Programme”, in International Labour Re- 
view, vol. LXIV, No. 6, December 1961. 

46 See Desarrollo de la comunidad en Brasil, Santiago, Chile, 
1964, preliminary study by the United Nations. 

47 See Community development in Paraguay (study by United 
Nations consultant, Caroline F. Ware, in preparation). 

48 See Francisco Rojas, (Technical assistance expert), Informe 
final sobre desarrollo de la comunidad en Chile, Santiago, Janu- 
ary 1964. . 

49 See Bases, fines y medios del desarrollo de la. comunidad 
(ST/ECLA/Conf.18/L.3) prepared by the United Nations Bureau 
of Social Affairs. 


attempt to identify an underlying doctrine for commu- 
nity development.°° 


One programme applies the sociological principle that 
individuals and communities possess an inherent capacity 
to better their lot. This ability is generally in a latent 
form in large sectors of the population of developing 
countries, and in many economically marginal indi- 
viduals and communities in the more advanced coun- 
tries. To identify these energies, intensify them and put 
them constructively to work is the essential province of 
community development. All such action should, of 
course, be in line with each community’s particular 
characteristics and with previously established goals. 


Another doctrine invoked, complementary to the first, 
is that these energies can be more easily freed and chan- 
nelled once individuals and communities become conscious 
of their capacity and feel that their fate is in their own 
hands. Community development efforts should therefore 
be aimed essentially at creating such awareness, and the 
necessary climate of trust and self-confidence. This re- 
quires the discarding of the traditional concepts of 
charity and paternalism that prevail in many spheres of 
social action. The aim must be to identify and strengthen 
individual and community values, instead of neglecting 
or supplanting them. 


Another programme assumes that, broadly speaking, 
there is a direct and reciprocal relationship between the 
complex of attitudes, motives and concepts of a commu- 
nity and its general stage of development. This often 
results in a vicious circle which obstructs most attempts 
to expedite development. This vicious circle will have 
to be broken in the developing countries by a proper 
approach to the whole outlook of individuals and of the 
community. If a community is to take an active and 
conscious part in any development programme it will 
have to adopt more positive attitudes and motives and 
more favourable concepts and beliefs regarding the physi- 
cal, economic and social world. This implies a methodi- 
cal attack on the social inertia of the community as a 
whole, and the setting in motion of a positive chain 
reaction.*! 


One programme is based on the sociological principle 
that the social changes affecting individuals and com- 
munities form a complex and interrelated process, and 
not merely a series of isolated and sporadic phenomena. 
Consequently, the freeing and enlarging of the energies 
and capabilities of a community must be a technically 
planned and organized process. This means that commu- 
nity development should call on all the resources of the 
social sciences and of technology, and that its activities 
must be planned within the broad context of over-all 
development.®? According to this view, working with 
the community is an inter-disciplinary activity, linked 
with other efforts to accelerate the economic and social 
development of the country as a whole. 


Another programme is based on the concept of the 
association of people and Government as a working 
method for seeking solutions to development problems. 
This means that the people act freely and deliberately as 
a member of a partnership whose aim is to stimulate 


50 See Rubén Utria, op. cit., p. 31. 

51See Eric Carlson, Fomento de comunidades, ESAPAC, San 
José, Costa Rica, 1957, p. 12. 

52 See Community development and national development, op. 
cit. 
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development, that each of the two partners makes a 
definite contribution, and that a common interest is the 
basis for the unity of action that must distinguish such 
efforts. The communities are expected to contribute their 
existing and potential resources, and in particular a pro- 
gressive attitude, a spirit of continuing co-operation, vol- 
untary work and other specific contributions according 
to the type of the programme concerned. The Govern- 
ment’s contribution should be a sense of purpose and 
a readiness to serve the community, and certain tech- 
nical services. The communities’ contribution ranges 
from endorsement of the development plans and projects 
to direct participation in the building of roads, schools, 
water supply and sewerage systems, irrigation works, 
laying out of parks, etc.; while the Government’s con- 
tribution includes all services that are the direct respon- 
sibility of the public sector such as those in the fields 
of agriculture, nutrition, education, health, literacy, home 
economics, vocational training, and formation of co- 
operatives, and the social services, as well as the train- 
ing of promoters, and research and experiment in con- 
nexion with the administration, programming and promo- 
tion of the technical services required by community 
development.*? 

The argument has also been advanced that the local 
community may constitute a suitable framework for the 
freeing and development of the existing and potential 
resources of the individual and the community referred 
to above. The “community of interests” and of develop- 
ment conditions, and the “face-to-face” relations, that 
are typical of the local community, make it a suitable 
unit of operation for promoting development through 
the freeing and guidance of the people’s energies.** One 
of the most complex problems in speeding up a coun- 
try’s economic and social development is the social iner- 
tia resulting from the exclusion from economic life of 
the “base” communities, and the difficulty that those at 
high levels of government and of development promo- 
tion have in reaching such communities and operating 
effectively in them. Community development practices 
permit the communities and the areas in which they 
live to acquire more social mobility and dynamic momen- 
tum, and thus makes it easier for them to participate in 
the country’s over-all growth. This special characteristic 
of the local community is closely linked to the concept 
of local government, and is consequently included in 
community development as one of the basic elements in 
promoting and administering progress at the local level.®5 


On the doctrinal basis of these and other concepts 
and procedures, community development programmes 
spread throughout the world as a declaration of faith 
in the capacities of the people themselves, and as a work- 
ing system of partnership between the Government and 
people, through the many rural development programmes 
embarked on by the Asian and African nations shortly 
after their independence. Thus thousands of villages in 
such countries as India, Pakistan, the Philippines, Indo- 
nesia, Ceylon, Burma, Iran, Cambodia and Thailand 


53 See Community development and related services, op. cit., 
paras. 18 et seq. 

54 The ad hoc Group of Experts which met in New York in 
February 1963 formulated recommendations for expanding this 
concept. See Community development and national development, 
op. cit., para. 14. 

55 See Community development and local government; and 
Public administration aspects of community development pro- 
grammes (United Nations publications). 
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were mobilized on the basis of community development 
principles. A process of changing attitudes, motives and 
concepts began to take place, while a large number of 
houses, schools, roads, irrigation canals, bridges, water 
supply and sewerage systems and even hydraulic instal- 
lations were built through this association between the 
Government and the community. 

As a result of the first successes, these community 
development principles and practices were transferred 
to the United Nations sphere of operations in 1948, 
through a number of resolutions (already referred to) 
by the General Assembly and the Economic and Social 
Council. Since then their evolution has been encouraged 
and supported by the Organization through the provision 
of technical and financial assistance to many countries, 
and in 1962 activities in this field involved fifty-one 
experts and covered thirty-one member States. In addi- 
tion there was an intensive publicity programme on a 
world scale.°® In Latin America practically all the coun- 
tries in the region had embarked on community devel- 
opment activities, in numerous pilot projects, by the end 
of the fifties. The United Nations, which in 1951 re- 
ceived only one request for technical assistance in this 
field, now provides consultants and other forms of tech- 
nical assistance to twelve countries of the region (Ar- 
gentina, Bolivia, Brazil, Chile, Colombia, Costa Rica, 
Ecuador, Mexico, Panama, Peru, Uruguay and Vene- 
zuela). In the past fifteen years there have been a great 
many seminars, workshops and international and regional 
conferences on community development and three re- 
gional vocational training centres in this field are cur- 
rently operating, in three continents—CREFAL in Mex- 
ico, a centre in the United Arab Republic and another 
in Bangkok. UNESCO has made an equally important 
contribution through its fundamental education pro- 
grammes. 


2. COMMUNITY DEVELOPMENT TRENDS IN LATIN AMERICA 


In one way or another all the Latin American coun- 
tries have tried to put the principles of community de- 
velopment into practice. Most Latin American rural 
communities have a strong tradition of mutual help and 
co-operation in work and in tackling problems of com- 
mon interest.°? Up to a point this has prepared the 
ground for experiments wherever an attempt has been 
made to apply the principles and methods of the move- 
ment. Moreover, since 1951, the United Nations has 
been disseminating these principles and has given direct 
or indirect technical assistance to the countries that have 
requested it. In addition fellowships have been awarded 
to a number of Latin American professionals for study 
tours to observe the programmes being carried out in 
Asia, Africa and the Middle East, and a series of work- 
shops and international and regional seminars have been 
held, as well as training courses in CREFAL.®8 The 


: 56 See Evaluation of United Nations technical assistance activi- 
ties in the field of rural community development, op. cit. 

57 This is clearly-reflected in the convite of the Caribbean 
countries, the minga or minca of the Andean Indians, the mu- 
tirdo in Brazil, and other practices more widely spread through- 
ont, pie such as the fajina, the mano prestada, ayuda, 

58 This is the Regional Fundamental Education Centre for 
Community Development in Latin America which, under the 
auspices of UNESCO and with the co-operation of the United 
Nations and other international organizations, has been active 
for the last ten years in Patzcuaro, Michoacan, Mexico. 


Organization of American States began its activities in 
this field with a series of regional seminars in 1951 and 
1952, and has continued to promote the dissemination 
of community development principles in the region 
through the exchange of information by means of its 
publications” and training® programmes. 


Community development was extended to nearly every 
country, with the support and guidance of international 
bodies, and in most cases on the initiative of social 
workers, Ten countries, (Bolivia, Brazil, Chile, Colom- 
bia, Costa Rica, Ecuador, Mexico, Panama, Peru and 
Venezuela) have been or are now being visited by United 
Nations advisers, and others (Paraguay, Uruguay, Tri- 
nidad and Tobago, and British Guiana) are submitting 
the necessary requests. Regional advisers have been sec- 
onded to the Economic Commission for Latin America 
(ECLA), to the Caribbean area and to the Andean 
Indian Programme. Four countries—Colombia, Ecuador, 
Peru and Venezuela—have raised these activities to the 
level of national government programmes, although with 
differences as to concept and execution, and to the work- 
ing methods and techniques adopted. 


A United Nations Evaluation Mission sent at the end 
of 1963 has singled out Venezwela as offering the best 
field of experience on a nation-wide scale, and as pro- 
viding the most receptive climate for the idea of com- 
munity development, both in the public and _ private 
sectors and among the people as a whole.®* Venezuela 
has a national programme, sponsored by the President 
of the Republic, and others carried out by state agencies 
or the private sector.** The national programme was 
begun on an experimental basis in 1960 as part of the 
activities of the Central Co-ordination and Planning Of- 
fice of the Office of the President, and has been asso- 
ciated from the outset with the objectives and targets of 
the general development plan and of land reform. Since 
then its sphere of action has been gradually widened, 
and it is playing an increasingly important part in the 
life of the country, especially in the rural areas. It is 
also progressing with the work of channelling and co- 
ordinating government services and activities at the local 
level. By the end of 1963 it had been extended to six- 
teen States and was estimated to have a direct influence 
on 692,667 people in a total of 771 communities. In 
1962, in order to encourage and finance community de- 
velopment activities, the Government created the Founda- 
tion for Municipal Improvement and Community Devel- 
opment which serves as a national system for distribut- 
ing funds from abroad, and is now undertaking extensive 
activities in promotion and assistance.** The Ministry of 
Health and Social Welfare conducts programmes, through 
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64 See Informe sobre el Programa de Desarrollo de ta Comu- 
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its Divisions of Community Development, Social Service 
and Malaria Studies, in various parts of the country, 
and there are other programmes more local and specific 
in scope. The Movement for Community Development,® 
founded in September 1962, with the Distrito Federal 
as its field of action, concentrates on urban community 
works, clean-up campaigns, cultural and sports activities 
and, in particular, on promotion and organization in 
the community in connexion with the slum clearance 
programmes carried out by the District Reconstruction 
Committee, Then there is the work of the Banco Obrero 
in educating and adapting the people living in its own 
housing projects, especially the big apartment blocks. 
It has been particularly successful in the Caracas districts 
of “23 de Enero”, “Alberto Ravell” and “Siméon Rodri- 
guez”. The idea of community development has also met 
with widespread support in the private sector. The most 
interesting of this sector’s programmes is the Venezuelan 
Institute for Community Action (IVAC), which operates 
on a national scale, and concentrates on the training 
of rural leaders. 


Community development has also been successfully 
popularized in Colombia, where notable progress has 
been made. Although some pilot programmes had been 
carried out before 1958, a few of which were interna- 
tionally known,®* it was not until that year that the 
Government and Congress resolved to include its prin- 
ciples and methods in the government plans under the 
title of “community action”. Act No. 19 of 1958 on 
administrative reforms and decrees No. 1761 of 1959 
and 1634 of 1960 provided the necessary faculties for, 
and officially recognized, the participation of the com- 
munity in the solution of problems of community in- 
terest, in collaboration with the Government. In accord- 
ance with these legal provisions, and with the line that 
has been followed by the Colombian programme, the 
aim is to encourage the people to take part in the con- 
struction of housing, schools, water supply and sewerage 
systems, local roads, health centres, parks and other 
facilities.°* It is applied in most parts of the country, 
by various regional promotors holding official appoint- 
ments in the capitals of the different Departments, and a 
number of local Community Boards created by law. 
These Boards control and supervise certain public serv- 
ices (article 22 of the Act) and direct the efforts of the 
people living in each municipality towards co-operation 
in activities that conduce to the social and economic 
development of the population (article 23). For this 
purpose, it is laid down that the Government shall pro- 
vide technical assistance, establish subsidies and organize 
courses and institutions to train personnel for promoting 
the formation of Community Action boards and direct- 
ing their activities (article 24). Some Departments, and 
the Distrito Especial of Bogota, have their own activities, 
side by side with the national programme. Thus, a num- 
ber of the projects included in the general development 
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plan for joint execution by the people and the Govern- 
ment, especially in the field of community and welfare 
services, have been carried out by Community Action.°* 
Some decentralized State agencies, such as the Land 
Credit Institute, the Institute for Municipal Development 
and the National Coffee Growers Federation apply com- 
munity development principles in a variety of pro- 
grammes. The private sector and the Church also carry 
out similar activities in many parts of the country. 


In Ecuador community development activities have 
been associated for a number of years with the Andean 
Programme. This Programme for the indigenous popula- 
tion is primarily intended to improve their level of 
living, integrate them in their respective communities, 
raise their hopes in the future and endow their coun- 
tries with the full potential of a human mass which has 
up to now remained untapped. Since April 1948 the 
principles and methods of community development have 
been incorporated in this Programme as _ operational 
tools, this task being entrusted to a United Nations ad- 
viser. At the beginning of 1963 the Government decided 
to draw up a national programme based on those prin- 
ciples, to serve as an instrument for the General Devel- 
opment Plan.”° The Plan, which was given technical 
assistance by the United Nations and ECLA, and funds 
from the Inter-American Development Bank,’ was first 
put into effect at the beginning of 1964. The former 
ILO Andean Mission was converted for the purpose into 
the Andean Mission for Ecuador, by decree No, 193 of 
30 January 1964 and it is hoped that once the initial 
stage of administrative reorganization is over, it will 
become operative immediately. In broad terms the aim 
of the new programme for Ecuador will be to train and 
organize the rural population for social and economic 
development, within the context of rural development. 
To this end it embodies a whole complex of activities 
to promote organization and education for development, 
increased production and a higher level of living. It 
will function through the medium of action bases and 
areas, and will proceed through successive stages until 
it has reached the bulk of the rural population. The 
principles and methods of community development pro- 
vide the basic concepts and methodology of the pro- 
gramme, and its basic aim is to achieve an increase of 
over 60 per cent in the tempo at which the minimum 
social changes needed are taking place, in order to ex- 
pedite and give direction to the economic development 
of the country as a whole. The Ecuadorian programme 
is notable in that it was conceived and framed in ad- 
vance as part of a general development plan, with a 
firmly established administrative and financial structure. 


In Peru’ highly significant events have been taking 
place recently in the field of community development. 
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In 1954 a number of projects for the indigenous com- 
munities were launched under the Andean Programme 
and continual use was made of community development 
principles and methods, in one form or another. But 
in August 1963 the Government decided to institute a 
national programme based on participation by the people 
to be termed “public co-operation”, and to that end 
set up the Inter-Ministerial Executive Committee for 
Public Co-operation, by Supreme Decree No. 37-F of 
17 August 1963. The programme has been defined as 
a movement for community promotion designed to arouse, 
encourage and organize the constructive forces of the 
people in every community in Peru, by using their own 
traditional community spirit, and gradually and demo- 
cratically guiding them in the direction of progress 
and the creation of new forms of communal living and 
productive work.7? The programme is put into effect 
through the provincial centres known as “basic centres” 
(144 of these are planned), provided with building 
equipment and tools, and a group of technical spe- 
cialists (an agronomist, an engineer, a home economist 
and a community development promotor) whose task 
is to act as social promotors and technical consultants, 
and departmental centres, known as “main centres” 
(27 are planned), with heavy equipment and a larger 
technical staff, including, in addition to those already 
mentioned, specialists in co-operatives, public health, 
public administration, adult education, handicrafts, and 
anthropology. These operational centres have been set 
up to give technical assistance to the 1,500 district 
councils and communities that have requested it, and 
to serve as nuclei for the promotion of economic and 
social development and to canalize public participation. 
The programme provides for the participation of uni- 
versity students and volunteers who are expected to 
go to the rural areas during their holidays, in particular 
to act as advisers on administrative matters to the dis- 
tricts, the provincial councils and the provincial pro- 
gramming boards.** The programme became fully op- 
erative at the end of 1963, and the Government is 
trying to obtain funds from abroad to finance its 
activities. They will make it possible to carry out a 
large volume of social infrastructural works and to 
speed up economic development, especially in the coun- 
tryside. Perhaps the most striking features of the pro- 
gramme are the enthusiasm and untiring efforts of 
the technical teams, the unfailing response of the rural 
communities, the impression of a general mobilization 
of the whole country in support of Peru’s general devel- 
opment, and the official support received from the Gov- 
ernment. Despite the programme’s short history and its 
financial restrictions, its achievements have already made 
it one of the major examples of community development 
activities in Latin America. In some departments, such 
as Cuzco and Puno, the programme is being carried 
out in a strikingly energetic way, and a large number 
of communities are executing a systematic programme 
for the building of schools, roads, irrigation channels, 
handicraft centres, etc. In Cuzco the number of schools 
built during 1964 represent an average of one a day. 
At the same time earlier programmes relating to com- 
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munity development are still operating. One of these 
is the PNIPA, which in 1959 combined the activities 
of the Andean and Vicos Programmes with other ele- 
ments, and which follows the aim of integrating and 
co-ordinating promotional activities relating to produc- 
tion, agriculture, nutrition, health, education, social 
services and community development. Within this pro- 
gramme the operational centres of the Andean Pro- 
gramme fulfil the same role as in Ecuador.’® The Vicos 
Programme is a pilot project run by the Department 
of Anthropology of Cornell University in co-operation 
with a number of Peruvian organizations; its operational 
centre is a rented hacienda where the indigenous inhabi- 
tants are undergoing a scientific process of accelerated 
social change. Help is given to the community in im- 
proving its methods of farming, educating the children, 
raising the levels of health and nutrition, organizing 
its own government and, lastly, in buying land for 
community use.*® 


In Bolivia™? community development has also been 
linked up with the Andean Programme, and has followed 
this same line since 1953. In January 1962 the Rural 
Development Plan was put into effect. This has replaced 
the international Andean Programme, and is intended 
“to raise substantially the level of living of the Bolivian 
peasantry and to integrate the half million peasant 
families who farm the Altiplano and adjacent valleys 
for mere subsistence into a market economy which will 
provide basic foods for the urban population, and will, in 
turn, constitute a market for manufactured products”.78 
Both the broad approach of the Plan and the kind of 
working methods adopted for many of its activities in- 
dicate that the principles of community development 
have and will have a vital part to play in this country. 
It should also be borne in mind that the concept of 
participation by the people has been one of the corner- 
stones of land reform, and, in general, of the radical 
changes that have taken place in Bolivia since 1952. 


In Brazil,7® despite the absence of a national pro- 
gramme, the principles of community development are 
constantly applied and have good prospects of success. 
They were first introduced in 1940 in some of the 
activities of the Special Public Health Service (SESP), 
of the Brazilian Rural Credit and Aid Association 
(ABCAR) and of the Rural Social Welfare Service of 
the Catholic Church, and have been disseminated and 
applied in a number of individual programmes. Nearly 
all the social welfare schools have included community 
development in their curriculum, and both the Super- 
intendency for Land Reform (SUPRA) and the Su- 
perintendency for the Development of the Nordeste 
(SUDENE) are applying the idea in one way or another. 

Paraguay®® has no national programme either, and 
although some government services and a few social 
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programmes may be said to contain elements of com- 
munity development, it is difficult to single out the 
activities that can strictly be regarded as community 
development. The closest approximation to community 
development is the nutrition programme (PAEN), 
carried out jointly by the Ministries of Education, Agri- 
culture and Health, with active participation by a num- 
ber of communities and technical and financial assistance 
from international organizations. Public participation 
is, however, a long-standing tradition, particularly for 
financing projects of common interest, when it takes 
the form of “offerings” by the people. In recent months 
direct interest has been taken in the application of the 
principles and methods of community development, as 
evidenced by the request for technical assistance in com- 
munity development which the Government has already 
submitted to the United Nations. 


In recent years these principles and methods have 
been applied in Chile®! in a number of separate projects, 
and in particular in the governmental programme for 
co-ordinated action in the fields of health, education 
and agriculture which is being carried out in Puente 
Alto, a village near Santiago,®? and the regional pro- 
gramme being carried out by the Arica Development 
Board. The concept of public participation is, however, 
being applied in numerous aided self-help housing pro- 
grammes all over the country, and in certain health 
campaigns run by the National Health Service.*? Com- 
munity development principles have reached a wide 
audience at professional and academic levels, and both 
in government circles and in certain civic organizations 
there is keen interest. Since 1961 the Government has 
received technical assistance from the United: Nations, 
and an Inter-Ministerial Committee has been set up to 
direct and co-ordinate the execution of the Puente Alto 
programme.® Probably the most interesting programme, 
in terms of scope and results, is that carried out by 
the Arica Development Board, conceived and applied 
as part of the development programme for the Depart- 
ment of Arica. Outstanding work is also being done 
by the Institute for Rural Education, which is holding 
training courses for young agricultural workers at 
fifteen centres in different parts of the country. Some 
5,000 have now been trained, and 200 of them are 
working to establish small rural co-operatives, organize 
neighbourhood groups to deal with problems of common 
concern, develop family orchards and encourage the 
formation of cultural groups. The Institute is also active 
in the towns. In addition there are several programmes 
in the private sector. Two of these, the Techo and Invica 
programmes, promote consumer, savings, credit and 
housing co-operatives, and establish centres of activity 
and other social welfare organizations. Important work 
is also being done by the Corporation of Community 
Development Centres (CENDES), which co-operates in - 
activities concerned with the progress of marginal com- 
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munities. Also worthy of note is the project in the 
Punitaqui area, which is shortly to receive United 
Nations help through the World Food Programme, and 
other projects now in course of organization in Chiloé. 
In Argentina® some isolated efforts are being made 
in a few provinces by social welfare workers. One is 
the Programme for Agricultural Extension Services and 
Community Development, sponsored by the National 
Institute of Agricultural Technology (INTA). Another 
is the Andean Plan, in the Jujuy Puna; this is con- 
nected with the ILO Andean Programme, and is the only 
community development programme that enjoys official 
government support. However, for a number of years 
there has been large-scale sociological research on com- 
munity development and social change, and university 
extension services provided by the Universities of 
Buenos Aires, La Plata and the Littoral, Rosario. 
Community development has received little attention 
in Uruguay.** A few activities in the public and private 
sectors have adopted some of its principles and methods, 
but in a piecemeal way and usually with marked em- 
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phasis on the special branch of the person sponsoring 
them. But in September 1963 the Government set up the 
National Commission for Community Action (CONAC), 
to operate as an inter-agency unit under the Ministry 
of Education and Social Welfare. Its aim is to formulate 
a national plan for community action to raise the level 
of living of the social groups with serious under- 
development problems and to integrate them into the 
national community. This plan will probably be drawn 
up and executed as an instrument of the General Devel- 
opment Plan being prepared by the Investment and 
Economic Development Commission (CIDE). The Eco- 
nomic Commission for Latin America (ECLA) has 
already begun to give technical assistance to the Gov- 
ernment in relation to the community action programme. 


In Latin America,*” as in other regions, there has 
been no attempt at an over-all assessment of the status, 
trends and achievements of community development. 
This would be difficult because all the programmes 
are fairly new and little systematic data is available. 
However, the existing scanty data suffice to show that 
all the Latin American countries have tried to apply 
these principles in one way or another (see table 1). 
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Country 
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Programme or activity, by name 


(1) Andean plan Puna Jujuy 


(2) National Institute of Agri- 
cultural Technology 


(3 


~~ 


National rural development 
plan 


(4) SUPRA 
(5) SUDENE 


(6) SAR 


(7) Puente Alto project 


(8) Arica project 


(9) Rural Education Institute 
(10) TECHO 


(11) Community action 

(12) Distrito Especial commu- 
nity action 

(13) Community action, Depart- 
ment of Cundinamarca 

(14) ICT (aided self-help hous- 
ing) 

(15) INSFOPAL (rural water 
supply and sewerage) 


(16) Coffee-Growers Federation 


(17) National rural development 
programme 


(18) PAEN 


(19) Public co-operation 
(20) Andean programme* 


(21) Vicos-Cornell¢e 


(22) Community action 


(23) National community devel- 
opment. Ministry of Health 


(24) Organization and commu- 
nity development. Ministry 
of Health. 

(25) Community and municipal 
development 

(26) Community action (IVAC) 

(27) Movement for community 
development 


Sector (Public, private, 


semi-public) 


(1) Public 


(2) Public 


(3) Public 


(4) Public 
(5) Public 


(6) Private 


(7) Public 


(8) Public 


(9) Public 
(10) Private 


(11) Public 
(12) Public 


(13) Public 
(14) Public 


(15) Public 


(16) Semi-public 


(17) Public 


(18) Public 


(19) Public 
(20) Public 


(21) Private4 
(22) Public 


(23) Public 


(24) Public 


(25) Semi-public 


(26) Private 
(27) Semi-public 


Operational level 


(National, zonal, local) 


(1) Zonal 


(2) National 


(3) National 


(4) National 
(5) Zonal 


(6) Zonal 


(7) Zonal 


(8) Zonal 


(9) National 
(10) Local 


(11) National 


(12) Local (districts) 


(13) Zonal 
(14) National 


(15) National 


(16) Zonal 


(17) National 


(18) National 


(19) National 
(20) National 


(21) Local 
(22) National 


(23) National 


(24) National 


(25) National 


(26) National 
(27) Zonal 


Executing agency and administrative 
headquarters 

(1) Executive, Province of Jujuy 
National Department for It 
digenous Affairs. Federal Goy 
ernment 

National Secretariat of Agr 
culture and Livestock 


(2 


— 


(3) Ministry for Rural Affairs 


~— 


(4) Ministry of Agriculture 
(5) Federal and state Governments 


(6) Catholic Church 


~— 


(7) Ministries of Agriculture, Edu 
cation, and Health and Socia 
Welfare 

(8) Arica Development Board 


(9) Rural Education Institute 
(10) TECHO 


(11) Ministry of the Interior 
(12) Municipality of Bogota D.E. 


(13) Community Action Division 
(14) ICT (decentralized) 
(15) INSFOPAL 


(16) National Federation of Coffee. 
Growers 


(17) Ministry of Social Security and 
Labour 


(18) Inter-Ministerial Health, Agri. 


culture and Education Com- 
mittee 


(19) Presidency of the Republic 
(20) ILO Andean Mission 


(21) Vicos-Cornell 


(22) CONAC (Ministry of Educa- 
tion and Social Welfare) 

(23) CORDIPLAN, Presidency of 
the Republic 


(24) Ministry of Health and Social 
Welfare 


(25) Foundation for community and 
municipal development 

(26) IVAC 

(27) Assembly of neighbourhood 


and parish associations (D.F.) 
Source: ECLA, Division of Social Affairs. 


8JIn course of processing. 
his covers only local roads, rural sewage systems and health clinics. 
€ Now part of PNIPA. 
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ELOPMENT PROGRAMMES AND ACTIVITIES 


Approximate num- 
ber of people 


Official Government 


Scope of programme affected Legal basis Funds mobilized sponsorship 
) Integration of indigenous popu- = (1) 30.000 (1) National decree No. 13411 of (1) (1) Yes 
lation (ILO) 1962 
') Development of agricultural (2) (2) Act. No. 21680 of 4 December (2) (2) 
research and extension services 1956 
and improvements in rural life 
) Rural development (3) 3000 000 (3) Supreme Resolution No. 112132 (3) $3 million® (3) Yes 
of 26 January 1962 
) Land reform : (4) (4) Decree No. 11 of October 1962 (4) (4) Yes 
) Infrastructure investment (5) (5) Decree No. 3692 of December (5) 122000 million cruzeiros (5) Yes 
1959 (1963) 
») Socio-economic instruction and (6) (6) (6) (6) 
organization 
') Inter-agency co-ordination (7) (7) Inter-Ministerial Agreement (7) (7) Yes 
with the United Nations of 
12 June 1962 
3) Urban and rural community (8) (8) (8) (8) Yes 
organization and development 
)) Rural education (9) (9) (9) (9) Yes 
)) Organization of marginal com- (10) (10) (10) (10) 
munities 
1) Social infrastructural works (11) (11) Act 19 of 1958 (11) 47 218 437 (1963)> (11) Yes 
2) Social infrastructural works (12) 300000 (12) Agreement No. 4 of 1959 (12) (12) Yes 
3) Social infrastructural works (13) (13) (13) 570300 pesos (1963) (13) Yes 
4) Aided self-help for housing (14) 80 748 (14) (14) 290900 pesos (1963) (14) Yes 
construction 
5) Aided self-help for building (15) 38053 (15) (15) 2000637 pesos (1963) (15) Yes 
water supply and sewage sys- 
tems 
6) Rural development (16) (16) (16) (16) Yes 
7) Rural development (17) (17) Act No. 139 of January 1964 (17) (17) Yes 
8) Co-operative programme for (18) 200000 (18) Inter-Ministerial Agreement (18) (18) Yes 
nutrition with UNICEF, 1959 and 1962 
9) Infrastructural works (19) (19) Decree No. 37 of February 1963 (19) 15 955 311 soles and $11 (19) Yes 
million® 
0) Integration of indigenous (20) (20) Agreement between Govern- (20) (20) Yes 
peoples ment and ILO, 1954 
1) Guided social change (21) (21) (21) (21) 
2) Help for marginal groups to (22) (22) National Government, 24 Sep- (22) (22) Yes 
raise their level of living tember 1963 
3) Economic and social develop- (23) 692667 (23) Decree No. 492 of 30 Decem- (23) 17981374 bolivars (1963) (23) Yes 
ment and land reform ber 1958 (24 (24) Y 
4) Rehabilitation and social wel- (24) (24) ) es 
fare 
5) Community and municipal de- (25) (25) Decree No. 711 of 12 March (25) (25) "Yes 
velopment orn ril 1962 (26) (26) 
6) Training of rural leaders (26) (26) Act of 5 April 1 7 (27) Y 
7) Urban community works (27) (27) Act of September 1962 (27) € 


Re ten beck te ee ee 


4 With the co-operation of Peruvian state agencies. 


PR ine cnaiats discretionary powers conferred by articles 23 and 24 of the decree. 
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The bulk of the programmes carried out may be 
regarded as useful experiments because of the rich 
experience they have furnished. This view is based 
primarily on the fact that the people’s response has 
been satisfactory, that in every case genuine com- 
munity leaders have emerged and a number of profes- 
sionals with a definite aptitude for the work have come 
forward, and that many problems have been solved. In 
certain programmes that are backed up by technical 
advice and statistics the aims of the programme can be 
expressed in terms of specific targets, whose achievement, 
even if the programme cannot be carried out in every 
respect, is evidence of operational capacity and ability 
to help solve certain problems. 


For instance, to take only those cases for which 
adequate data are available, between July 1960 and 
December 1963 there were 3,021 investment projects. 
in Venezuela, in fourteen states, for a total of 24.5 
million bolivars, under the National Community Devel- 
opment Programme (see table 2). In Colombia in 1963 
the Community Action Division invested 49 million 
Colombian pesos, 57.7 per cent of which was contributed 
by the people under three headings alone—rural water 
supply and sewerage systems, health clinics and local 
roads (see table 3). In Peru the single item of local 
roads, provided by CEICOP, amounted to 19.5 million 
soles in 1963 (see table 3). There are also encouraging 
developments along the same line in the other coun- 


Table 2 


VENEZUELA: INVESTMENT UNDER THE COMMUNITY DEVELOPMENT PROGRAMME IN FOURTEEN STATES, JULY 1960 To DecEMBER 1963 


(Thousands of bolivars) 
ae a ee ee ene a re eet 


National community development programme 


Co-ordina- 


Number of Total Permanent Percent- ea Percent- 
Type of work projects investment agencies ages assistance Community Total age 
Water supply systems........2sseccccscecs 223 6 483.9 5 045.9 77.8 290.2 1147.8 1 438.0 Dove 
PLOUSING S MBPT tarleiefererslereissofslolcierere wie ele/aroieroietere 180 1 862.8 1 417.3 76.1 249.8 195.7 445.5 23.9 
Highways and other roads............++.- 127 1 637.2 1 258.3 76.8 275.7 103.2 378.9 23.2 
Streets and pavements...........sseeeesee 60 1 324.3 621.5 46.9 160.5 542.3 702.8 Doak 
SCHOO Suess ct ares arsie'k 6 /0isieiertieveletewisle’s areeis ies 161 1 068.4 762.8 71.4 59.7 245.9 305.6 28.6 
Hilectrifieation) as sieccaseiow oisieters dereeeeporoisie cv esaie 46 962.4 856.5 89.0 7.4 98.5 105.9 11.0 
GHINICS teen corners is <aiciciciers sles sites Mere e eeiclstei 54 238.7 171.1 TON} 12.2 55.4 67.6 28.7 
Community centres =..). .cccsieccsscecccees's 57 258.8 are en 203.7 55.0 258.7 100.0 
BYICPOS earn orig e norco sioelsisieacle see ete arenes 59 344.8 226.6 65.7 4.3 113.0 118.2 34.3 
MGhrurcheseeanc secrete awe sitre sisi se Some eerecs 33 226.3 110.8 48.9 8.5 107.0 115.5 51.1 
Pith lice SQUATES yp ercle erals 0/0 o1s.9 10 eie'e'e'e%s's ore cieceie 22 120.8 86.8 71.8 5.8 28.2 34.0 28.2 
Fencing and gates for livestock............ 34 178.6 116.9 65.5 0.5 61.2 61.7 34.5 
Remodelling Sencoseccswcress sels ee ces dense 4 249.6 225.1 90.2 0.5 24.0 24.5 9.8 
DrainsWand Jsewerss.% o<ses.c000 cee ce ce es ote 58 293.4 170.8 50.2 2.8 119.8 122.6 44.8 
Icatrines mea tese sicecieeinene Oa cant e To ke cee 11 10.9 7.3 66.6 0.2 3.4 3.6 33.4 
School dining ‘rooms...:.....ccccscssceses 7 58.5 55.1 94.3 1.0 2.4 3.4 5.7 
Gemieteries iene nicticts sine oem aik coco cle wos 10 27.2 16.0 58.7 oR i hy. 11.2 41.3 
Othermterercmac ced cies fai coeseeon en tanias 210 834.3 485.9 58.2 105.8 242.6 348.4 41.8 
Totat 1356 16 180.8 11 634.7 71.9 1 388.6 3157.5 4 546.1 28.1 


ee 


Source: CORDIPLAN. 


8 Excluding 8496 840 bolivars from the National Programme for Rural Housing, which ided |] 
bolivars and a contribution from the community to the value of 517510 Holisae- pies the Soastritreaene: 1665 cee pce ss 


tries, but unfortunately no systematic data are available 
at present, because of the experimental nature of most 
of the programmes, 

In Peru, according to information supplied by the 
Ministry of Labour and Indigenous Affairs, 2,652 dif- 
ferent projects were completed in 924 communities, and 
another 611 projects were in course of construction. 
These projects include roads, schools, bridges, ditches, 
and canals.®° 

Many other examples of the same kind could be found 
throughout Latin America to show that many economic 
improvements and communal welfare projects can be 


88 See CEICOP, Cooperacién popular, Lima, 1964. 
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effected largely on the basis of community development 
principles. Generally speaking, however, these principles 
have failed to do as much to expedite economic and 
social development in the Latin American countries as 
they might have done. The reasons are many and varied, 
and here, as in every important question bearing on 
development, there are structural factors that must be 
taken into account. Quite apart from the structural 
causes, which cannot be regarded as within the province 
of community development principles and methods, 
there are grounds for believing that the system is being 
hampered by certain internal defects, 


For instance, at the conceptual level, a systematic 
analysis of the doctrine underlying the movement in 


Table 3 


Cotomsra, PERu AND VENEZUELA: INVESTMENT IN INFRASTRUCTURE WORKS 
WITH PARTICIPATION BY THE PEOPLE 


(Thousands of monetary units) 


SSNS 


Ty 


Contributions 


Government 


Country 


and private 


Year agencies Percentage Community Percentage Total 
Colombia (pesos) .......... 1960 20 661 42.3 28 175 97.72 48.836 
Peri et soles). ccs cxsn aww 1963 15 603 79.9 3.927 20.1 19 530 
Venezuela (bolivars) ....... 1960 21 006 85.0 3 672 15.0 24.678 
1963 355 926 1281 

Torat (bolivars) 21 361 4 598 25 959 


Se er a ee ERS Se ess SEES SS 


SOURCE: Colombia, Division of Community Action, and J. Martinez Espinosa, Desarrollo de la 
comunidad en Colombia, op. cit. Peru, Inter-Ministerial Committee for Public Co-operation, 
Solicitud de préstamo a la AID, Lima, March 1964. Venezuela, CORDIPLAN. 


@ The share contributed by the community is appreciably higher than that contributed by 
the Government because of the incidence of local roads, for which the community contribution 


is higher than the average. 


the different countries indicates that there is no uni- 
formity as to concept, content, scope or specific aims. 
In Venezuela the emphasis is on economic development, 
land reform and inducing a change in the attitudes of 
the people; in Colombia and Peru it is on voluntary 
labour for building the social infrastructure; in Para- 
guay on financial contributions from the people; in 
Ecuador and Bolivia on socio-rural development; in 
Chile on co-ordinated work in health, education, agri- 
culture and aided self-help housing projects; in Uruguay 
and Argentina on ways of helping the people to im- 
prove their levels of living, and so on. In Bolivia, Chile, 
Colombia, Ecuador, Peru and Venezuela the initiative 
is taken by the Government or semi-public agencies, 
while in Argentina, Paraguay and Uruguay community 
development is traditionally an activity for the private 
sector alone. Such differences are to be found not only 
between countries, but also within the programmes of 
a single country. The difference of approach and em- 
phasis in the programmes is not, of course, adverse in 
itself; difficulties arise when an attempt is made to 
carry out the programmes on an improvised basis, and 
when undue emphasis is placed on one or more specific 
goals, with the result that the programmes lose sight 
of the basic aim of community development, which is to 
prepare and organize the people so that they can ac- 
celerate economic and social development and obtain 
more benefit from it. 

Then, too, despite the intensive work of promotion 
and education by the United Nations, there is a lack of 
appropriate reading matter on the subject. What there 
is usually consists of monographs describing particular 
projects and theoretical and teaching material, and very 
little is issued in Spanish.8 Only three countries (Colom- 
bia, Venezuela and Bolivia) can call on the assistance 
of academic centres in research on community develop- 


89 In connexion with the Latin American Seminar on the Role 
of Community Development in the Acceleration of Economic and 
Social Development, the United Nations and ECLA are collect- 
ing a small library on the subject in Spanish. 


ment.®° Foreign advisers seem to have been able to do 
very little to change this situation. In most cases there 
is plainly a conceptual confusion, especially as to what 
are community development programmes proper and 
what are normal government services. And in the con- 
ception and orientation of many programmes there is 
no clear distinction between community development 
proper, and other kinds of social action based on charity 
or paternalism or assistance inspired by political or 
social interests. Similarly, some official agencies embark 
on large-scale community development programmes 
when the need is merely for the ordinary health, educa- 
tion and agricultural extension services. 


This variation in the conception and application of 
community development is clearly shown in table 4. 


There are other defects at the political level. By defi- 
nition, given the broad aims pursued, the application 
on a national scale of community development principles 
requires that Governments be firmly convinced of the 
value of the system and prepared to take the decisions 
required to implement it. But with the exception of one 
or two countries, these two requirements are not being 
fully met in Latin America, Often the only decision 
taken is to apply for international technical assistance, 
in some cases as a priority measure, but this is not 
followed up by giving the experts the help they need 
and taking the political and administrative decisions 
required to put the programmes into effect. Sometimes 
enthusiasm for community development is based on 
party considerations, and consequently certain pro- 
grammes go down with the parties and groups that 
sponsor them. Occasionally the publicity and importance 
given to a programme is not justified by the results 


90 A special department in the Faculty of Sociology of the Na- 
tional University of Colombia, a department of CENDES, at the 
Central University of Venezuela, and the Indigenous Institute 
of Bolivia, in connexion with OAS Project 208. Also worthy of 
note are the activities of the Department of Anthropology of the 
University of San Marcos, in Lima. 
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Table 4 


Larry AMERICA: SOME CHARACTERISTIC PRINCIPLES OF COMMUNITY DEVELOPMENT 
PROGRAMMES AND ACTIVITIES 


TT 


General trends 


1. Integrated conception and application of the 
principles of community development....... 


2. Stress on participation by the people in in- 
frastructural works 


ee ee 


3. Stress on rural development............++- 


4. Stress on integration of the indigenous 


population 


ee 


5. Stress on financial contributions by 


people 


eee w were rereereeesreesereeseeeeeeee 


6. Stress on co-ordination of technical and wel- 
fare services 


(aaStresss On wland ererorin cetreniaciercemterie sieve sire 


8. Help and welfare services for marginal 


GQTOUPS in aieloralovore visterelel ahora steteyefeleteretsl orale ove sine’ 
95 Guided social changes..0..+-sscecssscsce 
10. Community development as an instrument of 

general development plans.............e0+- 


ll. Organization of public participation on a 
legal basis 


Country 


Venezuela 


Colombia, Peru® 


Bolivia>, Brazile, Ecuador> 
Ecuador4, Peru 
Paraguay 


Chile, Venezuela 


Bolivia, Brazile, Venezuela 


Argentina, Chile, Uruguay 


Peruf 
Bolivia, Chile, Colombia, Ecuador®, Venezuela 


Boliviai, ColombiaJ, Peru* 


Source: ECLA, Division of Social Affairs. 
a National programme of public co-operation. 
b National rural development plan. 

¢ SUDENE and SAR. 

aJLO Andean Indian Programme. 

e SUPRA. 


obtained; films and pamphlets about such programmes 
are to be found all over Latin America. 


The operational level also deserves examination. In 
a number of countries many of the projects launched get 
bogged down indefinitely at the experimental stage, and 
no effort seems to be made to extract and apply the 
lessons to be learnt. Once the publicity boom is over, 
the most prominent sponsors usually withdraw and the 
project begins to suffer from neglect and frustration. 
Many of the communities revert after a few months 
to their original negative attitude. The working methods 
are often improvised because no methodological hand- 
books exist to guide the inexperienced promotors and 
participants. The costs are usually relatively high, in 
terms of the salaries and fees of the advisers and pro- 
fessional persons involved and the time wasted by the 
community through the lack of proper working methods. 
Many projects have failed for want of adequate and 
timely technical or financial assistance from the Govern- 
ment and of an organization appropriate to this kind 
of community work. 


Lastly, on the technological level, planning techniques 
do not seem to have been used for any of the pro- 
grammes apart from that put into effect in 1964 in 
Ecuador.®! In practice these programmes tend to consist 
of a number of individual projects, not directly related 


%1JIn nearly every case there are references to planning, but 
these relate merely to administrative decisions made through 
normal channels. See Algunos aspectos de desarrollo de la co- 
munidad y participacién popular (ST/ECLA/Conf.18/L.2). 
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f VICO. 

& Arica project. 

h National rural development programme. 

{Land Reform Act. 

J Act 19 of 1958 and District Council Reso- 
lution No. 4 of 1959. 

k Supreme decree 37-F of 1963. 


to the Government’s other national programmes, much 
less to the general development plan. In the case of 
Venezuela’s land reform, and Colombia’s four-year plan 
for school building, housing, consumption, water supply 
and sewerage systems, and health centres, the pro- 
grammes have been more or less co-ordinated and their 
execution synchronized. In the other countries the link 
between community development and the programmes 
for health, education, sanitation, housing and other 
services is tenuous or, more commonly, non-existent. 
Not a single programme has its own manual or metho- 
dological guide adapted to local conditions. Personnel 
training is very limited and is confined to the spe- 
cialized centres already described, to the annual courses 
given by CREFAL—and since 1963 the Project 208 
courses—and to short courses organized from time to 
time by government agencies. The only exception is 
the Community Action Division in Colombia, which 
holds regular courses on a fairly large scale. The ma- 
jority of community development officials are social 
workers who naturally tend to transform the movement 
into an extension of the social welfare services. In the 
last few years, however, there has been an appreciable 
increase in the number of architects, economists, en- 
gineers, doctors, teachers, sociologists and agronomists 
drawn in, and the same is true on a smaller scale of 
lawyers, veterinarians, administrators and representa- 
tives of the Church and the armed forces. Needless to 
say, many of the other specialists seem to have the same 
bias towards their own field as the social workers do. 


Some of the technological and operational features 


of the different programmes in Latin America are 
indicated in table 5. 


_ An analysis of the foregoing observations yields some 
interesting conclusions, One is that the Latin American 
countries are at a stage of experiment and adaptation 


Table 5 


LATIN 


Characteristics 


Argentina Bolivia Brazil 
1. Application of planning principles 
BNGRPCODMIGUER os cin ce haan Ooisieg at — A® — 
2. Regular personnel training 
PMETISTY LEVEL Gc ceac isc t cece ¢ one's — _- s- 
2.2 Intermediate level ........... B B 


ad 
w 
tr 
° 
re) 
fo 
jad 
o 
< 
0) 
le 
> 
> 
> 


3. Technical assistance 


Nationa leas aN OWE cA cle Xs oo A B 

PntecHatiGnalesce cee cere cen eg OAS-UNe UN-OAS UN 
4. Co-ordination of services and co- 

operation with the Government... _ A B 
5. Locally-produced handbooks and 

manuals 

Methodological publications ..... B — — 
MEMRSPSPATO Cs Soc act eicose Sak cies suc ce A _- B 


7. Promotion 


ee et 


AMERICA: SoME CHARACTERISTICS OF COMMUNITY DEVELOPMENT PROGRAMMES AND ACTIVITIES 


Chile Colombia Ecuador Paraguay Peru Uruguay Venezuela 
= <= Aa *< ab: es = 
— A — ae — = Ab 
— A — —_ Ac — Ba 

A A A ao Be aa Bf 
A A A A A —_ A 


UN UN UN-USAID UN-CORNELL UN8 UN 


B A A os A —_ A 
= A es an >a ie Bh 
Bx Al a mee = ae Ab 

B A B — A — A 


Source: ECLA, Division of Social Affairs. 
A= Application. 

B= Partial application. 

* National rural development programme only. 
b CENDES. 

¢ CEICOP. 


in respect of the principles and practices of community 
development that has already lasted for a whole decade. 
In most of the countries it is only in the last five years 
that significant official measures have been taken. 
Another conclusion is that although most of the Latin 
American Governments have tried to import the com- 
munity development system, they have not taken suffi- 
cient pains to make the necessary administrative and 
structural changes and to give all the practical support 
that the national sponsors and international experts 
needed. At the same time, despite the unsuccessful ven- 
tures to be found up and down the continent, there 
are indications that the philosophy and techniques of 
community development could be highly successful in 
Latin America. If the problem is looked at objectively, 
it becomes clear that the blame for failure lies, not with 
the principles or techniques of social work but with the 
piecemeal and improvised way in which they have been 
applied. Moreover, it should be remembered that if 
the community development system is to be properly 
applied, and achieve its aims, there must be structural 
reforms and suitable treatment of their more important 
aspects. Lastly, notwithstanding the evidence that these 
principles and practices are applicable in Latin America, 
modification and supplementation of the concepts, metho- 
dology and political and administrative aspects of 
community development seem to be required, in par- 


4 National Community Development Programme. 

eILO Andean Programme. 

fIVAC. 

& Regional Adviser attached to ECLA. 

h Ministry of Health, Institute of Rural Welfare, IVAC. 
{ Sociological faculty of the National University. 


ticular (a) to adapt them to present conditions in Latin 
America; (6) to integrate them with other government 
activities in the field of development, and more spe- 
cifically, with over-all development plans; (c) to asso- 
ciate them with the aspirations and hopes of the workers 
and peasants, especially as regards land reform, higher 
levels of living and better social conditions; (d) to give 
them a firm rational basis, with the aid of planning 
techniques and professional specialization. 


3. COMMUNITY DEVELOPMENT AS A MEANS OF SPEEDING 
up LATIN AMERICA’S ECONOMIC AND SOCIAL DEVEL- 
OPMENT 


Apart from the conceptual and technological difficul- 
ties, that can be dealt with easily enough, the large- 
scale application and success of community development 
programmes will continue to depend largely on the re- 
moval of certain structural obstacles that are, of course, 
the same as those that stand in the way of the success 
of general development plans, land reform and all the 
other major efforts to remedy Latin American under- 
development.®? If the aim is, as with such efforts, to 
overcome these difficulties gradually, and appropriate 
steps are taken to bring about this process of transforma- 
tion, then community development can offer equally 


92 See Raul Prebisch, op. cit. 
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promising prospects as a system of work and as an 
instrument of economic and social development. 


This view is based on two considerations. One is the 
experience gained in certain Asian and African coun- 
tries, and the initial success obtained in some Latin 
American countries, either at the national level, as in 
Venezuela and Colombia,®* or in experimental projects 
of various types. The other relates to the fact that the 
principles and practices of community development in- 
clude, inter alia, various elements that are crucial to 
the acceleration of economic and social development and 
the execution of general development plans. These are: 
(a) the promotion in the people of attitudes, motives 
and images that are favourable to economic and social 
development and can make the population capable of 
a self-sustaining form of progress; (b) the system of 
working for development on the basis of association 
between the people and the Government, which is a 
sound way of ensuring public participation in general 
development plans; (c) the effective generation of eco- 
nomic and social development at the local level,®* and 
(d) the possible solution of the problem of co-ordina- 
tion and two-way communication between the upper 
levels of government and planning, and the masses who 
produce, consume, save, and have their own aspirations 
as to levels of living and social conditions. 


Once solutions have been found to certain problems 
relating to methodology and operational procedures and 
to the adaptation of the system to Latin American con- 
ditions and to national circumstances (questions dealt 
with in part II of the present document), community 
development can easily be made into a useful or even 
indispensable tool, as has already been done in some 
Asian and African countries. If the term “community” is 
understood in a broad sense, to refer to the process and 
requirements of development in the Latin American 
countries, community development can be regarded as 
essentially an instrument to generate and make use of 
deliberate, conscious and organized participation by the 
people, to ensure rational utilization of existing and 
potential human resources in order to accelerate eco- 
nomic and social development. This obviously implies 
that the system of community development must be in- 
troduced through national programmes that are closely 
linked to general development plans, just as land reform 
and the other instruments and prerequisites of develop- 
ment, should be. This is only logical, since community 
development alone cannot resolve all the problems in- 
volved in the economic and social progress of the under- 
developed countries. 


In fulfilment of its broad aims (without prejudice to 
the particular methods that need to be adopted in each 
individual country) community development should be 
introduced on a national scale and operate simultane- 
ously in each and every one of the fields covered by 
the general process of development, and cover both the 
actual sources where development is generated and the 
utilization of the benefits of development. Thus certain 
basic action fronts can be clearly distinguished. The 
first, education for development, would relate to the 


93 See Report of a Mission on Community Development to 
Venezuela, op. cit., and J. Martinez Espinosa, Estado y tendencias 
del desarrollo de la comunidad en Colombia, op. cit. 
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problem of the attitudes, motives and images of the 
population, and to liberating the existing and potential 
resources of the individual and the community. The 
second, increase of production, relates to the channelling 
of the efforts and skills of the community into produc- 
tion and productivity. A third would be the raising of 
the standard of living, in order to improve actual living 
conditions. Thus, acting at once on a number of broad 
fronts, and effecting an orderly and functional integra- 
tion of the various sectors and levels of the population, 
community development can perform its vital task of 
ensuring that the people participate consciously and ac- 
tively in development plans and programmes, so that 
they can be implemented and the people can reap solid 
benefits. Within this broad framework, it would be pos- 
sible to define the outlines of the limited but important 
contribution that community development can make in 
relation to the task of accelerating the development 
process in Latin America, in particular as regards gen- 
eral economic and social development plans. This con- 
tribution can be considered separately under two broad 
headings.®® 


(a) In the economic field 


The principles of community development can be 
applied to some of the many economic aspects of the 
execution of general development plans that call for par- 
ticipation by the people. 


One such aspect is the need to ensure that the popula- 
tion makes a deliberate and conscious effort to fulfil the 
specific targets and tasks laid down in both the general 
and sectoral plans. As indicated in Section A above, the 
effective execution of development plans and programmes 
depends largely on whether the various specific tasks 
and targets can be achieved as originally envisaged with 
respect to orientation, period, cost, and sectors and 
areas of operation. This implies a transmission or com- 
munication mechanism that permits the population in- 
volved in the activities to know what the targets and 
tasks are and take them into account. Community devel- 
opment can act as an agent of the plan in the sense of 
arousing a constructive interest in the population, and 
stimulating and organizing public participation both at 
the sectoral level and at the local and operational level. 
Thus, through the use of community development prin- 
ciples and of appropriate techniques, the people can 
become familiar with, and endorse, the sectoral targets 
for goods and services, consumption (both quantitative 
and qualitative), savings and capital formation, and pro- 
ductivity increases. Similarly, it can be assumed that 
the targets for human resources can be achieved more 
easily through direct action on a population that has 
been organized in line with the plan, than throughout 
the workings of the labour market, 


95 See Community development and economic development. 
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opment programmes to national economic development in Asia 
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(prepared by the Inter-Ministry Executive Committee for Public 
ie cpetatiobe Lie ee 1963) ; Government of Ecuador, 
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Another contribution that community development can 
make in this field is its ability to supplement the re- 
sources and activities of over-all economic planning by 
making available additional economic and financial re- 
sources in the construction of infrastructure works and 
other projects. Latin American experience gives grounds 
for thinking that conscientious and enthusiastic voluntary 
labour can be obtained, through systems of aided self- 
help, for the construction of roads, irrigation works, 
electrification works, bridges, water supply and sewer- 
age systems, housing, schools and many other items. 
Moreover much saving in labour costs is possible in 
some tasks of national interest, such as literacy cam- 
paigns, public health campaigns, etc. Similarly, experi- 
ence with some projects has shown that additional re- 
sources, in cash and in kind, can be obtained for such 
works through voluntary contributions, donations, public 
collections,®® etc. 


Community development can also contribute as an in- 
strument to promote and carry out agrarian reform.%7 
Since this is a structural problem that involves the trans- 
formation of rural life and its institutions, the active 
mobilization of large financial and technical resources, 
and above all, the mobilization of the population, com- 
munity development can make a valuable contribution.®® 
In the first place, it can facilitate the organization of the 
communities concerned, the orientation of its relations 
with the agencies involved in the reform, and technical 
assistance during the process of resettlement. The reset- 
tlement reforms typical of Latin America are recognized 
as often constituting a serious obstacle to agrarian re- 
form, and this aspect should therefore be adequately 
dealt with in advance.®® Through the use of community 
development principles it is possible to channel construc- 
tively the attitudes and hopes of the rural population 
so as to achieve an orderly reform on a correct tech- 
nical basis. This is also a way of dealing effectively 
with the obstacles of a cultural, psychological and social 
nature that attend any process of resettlement and change 
in the forms of production. In the second place, commu- 
nity development can facilitate education for co-operative 
production, and prepare and organize the rural workers 
for the new production techniques and the execution 
of works that may be of regional or trade union interest. 
Similarly, community development may be a useful way 
of organizing rural unions, and might even serve as one 
of the bases for defending agrarian reform, particularly 
against the organized action of those sectors that for 
various reasons oppose it.1 
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(b) In the political and administrative field 


As regards the political and administrative aspects of 
the formulation and execution of general plans, too, 
community development could provide specific solutions, 
with respect to three factors in particular. 

The first factor is the contribution of community de- 
velopment in unleashing the new social dynamic of pro- 
gress needed in any country that wishes to speed up its 
development, consolidate it, and produce sources of 
self-sustaining progress. In fact, as noted in Section A 
above, economic, political and social changes of the scope 
and far-reaching nature required by the execution of 
the general plans, as a prerequisite of their success, can- 
not easily be made in a country where large masses of 
the population are paralysed by a social inertia resulting 
from their age old marginality. Nor can such changes 
be obtained easily where, although the population seems 
to have attained acceptable levels of living, their progress 
is governed by and dependent on a paternalistic Govern- 
ment, or other sector, as the sole source of action and of 
employment. Nor can success easily be achieved if the 
population lacks any national ideals focused on overcom- 
ing conditions of under-development, or if social progress 
does not represent any felt need. In the past, of course, 
this function of mobilizing the country behind develop- 
ment programmes and projects has been assumed in 
most of the Latin American countries by the political 
parties, or by the “man of the hour’,1® and there is 
no need for them to be supplanted in those activities. 
The aim should be merely to use the principles of com- 
munity development to stimulate and guide the people 
in the direction of programmed development activities 
so that they can subsequently make use of the channels 
of expression of the popular will available, including 
the political parties and movements. Community devel- 
opment would thus come to operate as an instrument for 
giving direction to the participation of the public, and 
for awakening and encouraging, in the individual and 
in the community, the will to overcome obstacles, faith 
in the national destiny, and awareness of solidarity and 
the need for co-operation; in fact it would act in gen- 
eral as an instrument for mobilizing the people to remedy 
existing conditions of under-development. 


Another contribution community development could 
make would be to provide or strengthen the two-way 
channel of communication that should exist between the 
planners and administrators of the general plan, and 
the population directly affected by the plan. This com- 
munication is essential because of the distance between 
the two levels where the planners and producers, respec- 
tively, are operating. Communication is also essential 
because of the full co-ordination required for the execu- 
tion of the plans, by reason of their inter-sectoral, inter- 
regional and national nature. This necessity also follows 
logically from the need and desirability that the people 
should in some measure share in the responsibility of 
formulating the plans, 


Another function of community development would 
be to help to mobilize, through the machinery of demo- 
cracy, the living forces of the country, and broad sectors 
of public opinion, in support of the aims of the general 
plan. It is not suggested that through community devel- 
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opment the unity of action and of aims required by the 
plans could be achieved, but rather that community de- 
velopment could provide an additional instrument through 
which non-party action could be taken to seek the basis 
of popular support required by the plans. It would also 
provide a means of unification for the purposes of the 
almost inevitable confrontation in Latin America between 
those sectors of the population who wish for accelerated 
development and the small but powerful sectors who are 
systematically opposed to any effort to promote and 
consolidate economic and social progress.’ 


(c) In the social and cultural field 


This has traditionally been a field where community 
development has demonstrated its effectiveness, in par- 
ticular because of the eminently educational nature of 
all its principles and methods. It can also make a valu- 
able contribution in relation to the acceleration of devel- 
opment. 


One contribution is the undertaking in an organized 
form of the promotion and acceleration of changes in 
the attitudes, motives and images of the population, gen- 
erally negative, so that they become constructive and 
strongly favourable to the aims of general development 
plans. It is generally recognized that a large part of the 
population of Latin America is more or less excluded 
from economic and political life, and from social devel- 
opment, especially in the rural areas.1°? This exclusion, 
which has been going on for centuries, is a serious ob- 
stacle to any attempt to speed up development, and in 
particular to raise the national income at the annual 
rate of 5 per cent, the rate, modest and yet not easy 
to attain, considered necessary by the United Nations.1% 
The substantial changes required in the way of produc- 
tion techniques, and expansion and rationalization of 
consumption, before such a target can be attained, imply 
a vigorous process of social and cultural transformation 
that cannot be expected to take place either spontane- 
ously, or through the long-established and out-of-date 
programmes, provided by the Ministries of Education, 
Agriculture, and Development, that are still the rule in 
Latin America. New systems and methods, and a new 
concept of the network of development problems, will 
have to be introduced for this purpose, and the prin- 


102 See Report on the world social situation (United Nations 
publication, Sales No.: 61.1V.4, chapter II, section entitled “So- 
cial ‘obstacles’ to economic development”); Rati Séez, Expost- 
cién en nombre de la Némina de los Nueve (Plenary meeting 
of IA-ECOSOC at the Ministerial level, Pan American Union, 
Washington, October 23, 1962), and Jacques Chonchol, El desa- 
pete. a6 América Latina y la reforma agraria, op. cit., pp. 94 
an L 


103 See Agriculture in Latin America: problems and prospects, 
loc. cit.; Report on the world social situation, op. cit., and Si- 
tuagao social da America Latina, Centro Latinoamericano de 
Pesquisas en Ciencias Sociais, Rio de Janeiro, 1961. 


104 See United Nations Development Decade: proposals for 
oan op. cit., p. 9, and General Assembly resolution 1710 


ciples of community development have been shown to 
represent a very promising solution in this field.1% 


Another contribution could be to stimulate the emer- 
gence of new social and cultural patterns and values 
favourable to economic and social development and to 
government efforts to accelerate development. An in- 
crease in the pace of development calls for a full aware- 
ness on the part of the people, together with faith in 
the nation’s destiny and confidence in the measures 
taken, New desires for a better life and more progress 
must replace the feelings of frustration and exclusion 
characteristic of the rural and urban workers of Latin 
America, and even of large sectors of the middle 
classes.1°° Community development can contribute to 
this end in a number of ways. 


A further contribution would be to promote the in- 
tegration of rural and urban communities in the coun- 
tries affected by urbanization and rapid social changes. 
The result of the migration of large numbers of the 
rural population to the towns has been the formation in 
recent years of agglomerations made up of people vary- 
ing greatly as to origin, habits and cultural values. 
Because there has been no timely and effective treatment 
of this phenomenon, these agglomerations, generally to 
be found on the outskirts of towns, have lacked cohesion 
and integration, and the usual result is failure to adapt, 
violence and frustration.1°7 Apart from a few trial at- 
tempts of an experimental nature, there is no indication 
that this problem is receiving the attention and treat- 
ment it requires. Yet the success of certain projects in 
Venezuela and Colombia!®® shows that community de- 
velopment could make a significant contribution in this 


field. 


Lastly, mention must be made of the possible con- 
tribution of community development as a factor in organ- 
izing and educating the public to make better use of 
the services furnished by the Government. One cause of 
the poor success of government programmes in health, 
education, public health, nutrition, literacy campaigns, 
agricultural extension work, housing, etc., is the lack 
of deliberate and responsible co-operation by the public. 
In fact for most of such services unilateral government 
action however efficient, is not enough to achieve the 
desired results, and it is essential that the public should 
adopt a constructive attitude, and show some willing- 
ness and enthusiasm. 
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C. THE USE OF COMMUNITY DEVELOPMENT AND PUBLIC PARTICIPATION TO 
ACCELERATE LATIN AMERICA’S ECONOMIC AND SOCIAL DEVELOPMENT 


If community development is to play a more vital role 
in Latin America, its principles and methods must be 
examined in the light of the real conditions and needs 
of the Latin American countries, In addition, inclusion 
of community development in the general efforts to ex- 
pedite economic and social development must necessarily 
entail a process of adaptation and the establishment of 
the new institutions needed to ensure the channelling 
of the people’s energies and actions, the proper func- 
tioning of the activities envisaged, and the achievement 
of their tangible and intangible objectives. Some of the 
elements to be re-examined, and the adaptations needed, 
are theoretical or conceptual, while others are technologi- 
cal, or of a political or administrative nature. 


1. CONCEPTUAL ADJUSTMENTS 


One of the first questions to consider, in including 
community development in Latin America’s economic 
and social development process, is whether or not such 
activities should be promoted and extended indiscrimi- 
nately throughout the region in the same form as in 
other parts of the world. There are, of course, marked 
differences as to social and cultural situation, and the 
stage of economic and social development reached, be- 
tween the Latin American countries, and between dif- 
ferent parts of the same country. At the same time views 
on the magnitude of Latin America’s development prob- 
lems, and the best way to deal with them, vary widely, 
and are constantly changing. This means that community 
development principles and methods cannot be intro- 
duced in the different countries, or the different areas 
of a given country, as a standard panacea without regard 
for local conditions and development needs, or the 
order of priority called for by the individual situation. 
While it is true, as indicated in Section B, that all these 
programmes have a common denominator in terms of 
principles, the specific targets, methods and operational 
processes must vary basically from programme to pro- 
gramme. 


There must, for example, be differences between the 
targets, methods, operational processes and degree of 
application of community development in countries that 
have reached an advanced stage of urbanization, such 
as Uruguay, Argentina or Chile, and those with predo- 
minantly indigenous and rural populations, such as 
Ecuador, Bolivia, Peru, Guatemala or Haiti. There must 
also be differences according to whether the country has 
a large middle-class sector, or the urban and _ rural 
workers predominate; whether there is a well-defined 
development policy (in the form of a general develop- 
ment plan) in operation, or efforts to further develop- 
ment are sporadic and isolated; whether such efforts 
are on an impersonal basis, relying on conventional in- 
struments of economy policy, or programmes are based 
on the conscious participation of the people; whether 
the people’s attitudes and motives are favourable to social 
progress, or the bulk of the population are practically 
excluded from the nation’s life, or expect everything to 
be provided by the Government or by the “man of the 
hour”; whether the population is organized in clearly 
defined pressure groups, such as trade unions, employers’ 


associations, civic associations, parties representing a 
particular class, etc., or whether the people are broken 
up into different groups or belong to multi-class institu- 
tions; whether community development is confined to 
small clearly defined areas, for experimental purposes 
or to make use of individual skills, or whether the aim 
is to use the system to speed up economic and social 
development at the national level. 


In all the above cases, the general approach, the ex- 
tent to which the principles are applied, the operational 
processes, the social work techniques and the number 
and type of institutions needed, all vary considerably. 
There is a wide gap between the aim of helping a com- 
munity to help itself, in meeting certain felt needs, and 
that of organizing the whole population to accelerate 
the general development process in all its aspects, and 
there is a great difference in the extent to which energies 
are liberated and attitudes, motives and images are 
changed. Operational processes and social work tech- 
niques will vary widely, according to whether what is 
undertaken is a few isolated pilot projects of no par- 
ticular importance in the national context, or the simul- 
taneous mobilization of all the marginal sectors so that 
they consciously become a part of the country’s economy 
and culture, and of the general life of the nation. More- 
over, such isolated projects do not require the setting 
up of new institutions, whereas if community develop- 
ment principles are to be applied on a national or re- 
gional scale, and its basic aims are to be achieved, a 
complex process of adjustment, and the establishment 
of new institutions, are unavoidable. 


Another concept which requires to be reviewed and 
adjusted is that of “the community” as a unit of opera- 
tion. Traditionally the community has been recognized 
as the basic operational unit because of the “face-to-face” 
relationships and the common denominators of locality, 
interest, reactions and development conditions that forge 
strong links between the members of the community. 
The ad hoc Group of Experts convened by the United 
Nations has already commented on this point. In 
Latin America a review of this concept of the basic 
operational unit is urgently needed, for a number of 
reasons. One is that the local “communities”, in the 
sociological sense of the word, are clearly undergoing 
a process of evolution in most countries of the region 
as a result of the new trends in rural economic devel- 
opment and in urbanization. The characteristic unit of 
rural communities is based on the system of relationships 
typical of the large estates, which in the past were based 
on the privileges of large landowners and on their sys- 
tems of production. With few exceptions, this situation 
has gradually been changing, since many of the typical 
large landowners of the recent past, surrounded by tradi- 
tion privileges and prestige, are now becoming entre- 
preneurs who leave their estates and are replaced by 
paid managers, while the traditional production systems 
have gradually been mechanized." The transformation 
of the landowner and his estate is leading to the disap- 
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pearance of one of the principal factors of cohesion; 
new groups of technicians and specialized workers have 
come from the towns to replace many former members 
of the community, and a new institution, the commercial 
enterprise, has gradually replaced the old estate patterned 
directly on the colonial encomienda.14 At the same 
time urbanization is hastening the disintegration of the 
traditional communities by attracting the young and 
dynamic elements to the towns and thus causing a rela- 
tive reduction in the rural population.'!? This leads to 
a state of stagnation that makes the task of revitalizing 
the local community correspondingly more difficult. An- 
other factor is the strong current of change that is now 
powerfully affecting all the Latin American countries 
as a result of the new extensive communication networks 
and heavy investment in infrastructure works. More- 
over, even if the typical features of the basic commu- 
nity remained unchanged, it could not carry out the task 
of promoting development unaided, because it could 
hardly act as the basic operational unit for the accelera- 
tion of development in the world of today. The features 
of the modern institution of the commercial enterprise, 
and the economic, social and political relationships in- 
volved, and the characteristics of modern production 
processes, have become much more important and de- 
cisive factors than the complex of community relation- 
ships provided by the territorial, cultural and emotional 
unit of the small local community. Enterprises and pro- 
duction processes involve the mobilization or introduc- 
tion, or both, of techniques, equipment, raw materials, 
labour, etc.; the organization of domestic and foreign 
markets; the supply and management of foreign ex- 
change and domestic and external funds; economic 
policy; the existence of an adequate economic infra- 
structure; tariff and labour legislation, and so forth. The 
operational plans and general scope of all this covers 
the whole country and its major institutions, and even 
takes in part of the wider sphere of the world market 
and international policy. However important the com- 
munity links may be, their importance cannot compare 
in significance with the above factors. 


For these and other reasons it appears that the small 
local community, though an important factor, particu- 
larly for rural development, has neither the skills nor 
the scope of action required for the basic operational 
unit in a planned national action to accelerate economic 
and social development. This means that another unit 
must be found, with the capacity to act directly on the 
generating sources of development instead of merely on 
its outward signs and results, and with the necessary 
scope to have a considerable effect on the complex process 
of production and within the broad national context, in 
accordance with the requirements of a rational coherent 
approach to the development process as a whole. 


A third point that needs re-examination relates to the 
specific and tangible goals of programmes, The conver- 
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sion of community development into a decisive instru- 
ment to ensure full participation by the people in all 
efforts to accelerate development, especially over-all plans, 
means that the specific and tangible goals of community 
action programmes should be dovetailed with those of 
the national plans, which represent the sum of the ef- 
forts and desires of the country as a whole. This means, 
too, that the idea of an order of priorities should re- 
place the old criterion of felt needs, when targets are 
selected and programmed. This subject, which has also 
been referred to by the ad hoc Group of Experts and 
by other authorities,1!* will be dealt with more fully in 
the chapter on the application of planning techniques. 


Each revision and adaptation found desirable will 
necessarily entail many related conceptual and proce- 
dural changes and adjustments. For example, as regards 
the formal questions of definitions and designations, new 
definitions will be required to clarify concepts and avoid 
the more common misconceptions. A new definition is 
needed for community development itself, which has 
given rise to conflicting interpretations. It is sometimes 
confused with economic and social development, with 
social services, with social development, or with social 
welfare, while its most important element, participation 
by the people, community action, or the contribution of 
the community, is not clearly brought out. In some cases 
the term “development” has been replaced by other more 
controversial terms such as “community promotion”, 
“community organization”, or “community welfare”. As 
a result of such vagueness community development is 
commonly taken to mean any kind of work with com- 
munities, and this has led to frequent confusion with 
the normal governmental health, education, agricultural 
extension and other services. In some instances the re- 
sult has been a lack of confidence in community devel- 
opment in many professional circles—especially econ- 
omists and sociologists—and the conceptual anarchy 
often found among Latin American community develop- 
ment workers. Whatever the reasons for such confusion, 
the fact remains that the term “community development” 
has perhaps a more precise content in English and by 
extension for the Asian, African and Middle East coun- 
tries, than it does in Latin America. In recent times the 
wide publicity given throughout the region to the aims 
of the United Nations Development Decade, and the ad- 
vanced stage reached in the study of the problem of gen- 
eral development in this part of the world,"* has given 
the term “development” a rather special meaning.!!5 Con- 
sequently its application to a specific philosophy and 
particular methods of social work gives rise to the con- 
flicting interpretations referred to above. 


Moreover, it is becoming increasingly unrealistic to 
speak of “the community” as a standard unit to be found 
im any country or any part of a given country. The 
internal structures of the Latin American countries are 
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notably heterogeneous, and vary widely from country 
to country, so that in practice there is a whole range of 
units to be considered, from the modern to the primitive, 
covering an intervening zone that is typical of under- 
development. 


This means that community development work has to 
provide for communities of all kinds, in line with the 
variations in internal economic structure. There should 
accordingly be theoretical and operational approaches 
suited to each of the typical groups, and at least for the 
three main groups, namely, the modern, under-developed 
and primitive communities. 


2. TECHNOLOGICAL ADJUSTMENTS AND INNOVATIONS 


If the resources devoted to community development 
programmes are to yield better results, new technological 
instruments will be needed and the existing instruments 
strengthened and adapted to development conditions in 
each Latin American country. Planning techniques and 
systematic social research must be introduced to serve 
as the basis and guidelines for all programme activities, 
while work methods and techniques are modified and 
general and vocational training is intensified and better 
organized. 


(a) The use of planning techniques 


The formulation and execution of community devel- 
opment programmes, whether at the national, area or 
local level, involve a complex of measures that must 
have some degree of rationalization, method and ac- 
curacy. In this field, as in others where it is necessary 
to adapt and combine different kinds of measures in 
terms of given objectives and instruments, and of exist- 
ing conditions no effort should be spared to arrive at 
rational decisions and act with forethought. In commu- 
nity development this is even more important because 
of the volume and nature of the resources involved and 
because even partial failure generally results in frustra- 
tion and loss of confidence and a weakening of support 
in professional and government circles; in addition, the 
inter-sectoral nature of these activities, and the fact that 
they form part of a single process, demands both a high 
level of co-ordination and synchronization, and a func- 
tional and rational arrangement of the operational se- 
quence, These conditions cannot be fulfilled by haphazard 
or improvised methods, or through the unilateral efforts 
of a single group of specialists, such as social workers 
or fundamental education workers. On the contrary, there 
must be a coherent process of study, rational planning 
and well grounded decisions, carried out systematically 
by a team of specialists, and based essentially on na- 
tional development conditions and requirements. In coun- 
tries with national or area development plans and pro- 
grammes, community development activities must of 
course be planned and carried out as an integral part 
of the general plans, and should therefore be directed 
as far as possible to ensuring an organized contribution 
by the people to the success of those plans. 


Consequently it is desirable to introduce planning 
principles and techniques, regarded simply as instru- 
ments of rationalization and administration, into com- 
munity development activities. It is not suggested that 
the community should be arbitrarily subjected to the 


strictly rational formulas of technical experts, or that 
it would be incapable of organizing and co-ordinating 
its own activities. The idea is merely to place at the 
disposal of these programmes an operational instrument 
that will make it possible to obtain better results from 
the existing resources, and reduce the risks inherent in 
operations governed by improvisation, a subjective out- 
look, and anarchy. Planning techniques would be par- 
ticularly useful in such aspects of community develop- 
ment programmes as (i) the selection of targets, (ii) 
the programming of the operational process, and (iii) 
the operational organization.116 


As regards (i), community development has its own 
well-defined general aims, but these must be clearly de- 
fined in terms of each specific activity and project, not 
only in the light of the needs of the community con- 
cerned, but also within the broad context of the require- 
ments and interests of the country as a whole. In coun- 
tries where general development plans are being carried 
out the procedure is simplified, since it is necessary only 
to translate the objectives and targets of the general 
plan into local and sectoral terms in each case, so that 
the people can participate in achieving them. The main 
problem is that community development cannot be ap- 
plied in a standard form to any country or any situa- 
tion, and that specific targets must therefore be suitably 
adapted, when activities are being programmed, in ac- 
cordance with the circumstances in the given country, 
area or community. 


As regards (ii) the programming of the operational 
process, a community development programme, whether 
at the national, area or local level, should represent an 
integrated group of systematically organized measures 
carried out on a co-ordinated basis. If the programme 
is part of a general plan, it should progress in step with 
the plan, and operate as an actual component of the 
plan, From the standpoint of its execution, such a pro- 
gramme must be an operational process or sequence that 
can be rationally programmed and directed, and not 
merely a collection of isolated activities. Community de- 
velopment programmes have as yet no properly evaluated 
planning methodology of their own. But broadly speak- 
ing this operational sequence has characteristic “vari- 
ables” that could and should be dealt with rationally 
and methodically in terms of the aims of the plan and 
of the community development programme in particular; 
hence there would be supplementary (though of course 
less important) criteria to serve as a guide in seeking 
greater operational flexibility and capacity.11* These 
would include the “trajectory”,11® the “rate” and the 
“speed” of the programme, which are, of course, suscep- 
tible of rational estimation and planning. At the same 
time, there are other basic aspects of the operational 


116 See Algunos aspectos de la contribucién de la planificacion 
a los programas de desarrollo de la comunidad y participacion 
popular (ST/ECLA/Conf.18/L.2). 

117 [bid. 

118 The “trajectory” would represent the timetable for all the 
programme activities, in terms of the time allocated and the 
volume of activities considered necessary or desirable. It is as- 
sumed that the “trajectory” can be expressed by an equation of 
the second degree whose two variables are the time available 
(years, months, weeks, etc.) and the number of specific activities 
and operations laid down in the programme. 
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process,!!® such as programme strategy, action fronts, 
activities and operations, operational areas, participating 
elements and operational relations, where rational deci- 
sions and well thought out measures are highly desir- 
able. Programming of the operational process would 
therefore consist of deciding on the type and number 
of specific activities and operations in each operational 
area and in each period and on the rate, the programme 
strategy, the specialized fields, the participating elements 
and the relations co-ordinating the whole process. It 
would be simply a matter of arriving at the best com- 
bination of this group of factors that provide the basis 
for the broad range of activities that make up a com- 
munity development programme. 


As regards (iii), organization for action, clearly the 
implementation of a community development programme, 
whatever its scope, requires the prior existence of a 
group of specially designed and organized instruments 
or organs to fulfil the various functions and targets 
established. Obviously, this group of instruments or 
organs should be as co-ordinated and synchronized as 
possible, in order to ensure the minimum unity of action 
and operational capacity required for success. A sufficient 
degree of rationalization must be introduced to adapt 
certain means to certain specific ends, and to establish 
minimum bases for an organic operational relationship 
between them. The most important of such means would 
be political, legal, economic and operational. 


Political instruments are designed to incorporate com- 
munity development, as a doctrine and as a course of ac- 
tion, into the life of the nation, and to consolidate and 
increase the prestige of community development prin- 
ciples and methods in the political sphere. This process 
of incorporation should be promoted and directed on a 
rational and technical basis. Experience in the different 
countries is demonstrating that this cannot be done 
merely by enacting a law or decree, or conducting a 
publicity campaign. The problem is far too complicated 
for that, since the programme must have its roots in 
the very heart of the nation; the principles and prac- 
tices must penetrate into the minds and hearts of the 
people, and public participation in all efforts to speed 
up economic and social development must constitute a 
felt need throughout the national community. 


One political instrument is a national community de- 
velopment policy conceived and executed as the integra- 
tion of all government action to promote and consolidate 
the use in the country of the power of action and deci- 
sion of the people, and of their communities, to ac- 
celerate economic and social development. If the devel- 
opment policy is to be effective and coherent, it should 


119 “Strategy” relates to the different phases and procedures 
of the programme, based on concepts of receptivity to social 
changes, and the progressiveness and stability of those changes, 
that determine the timing of the phases of promotion, execution, 
consolidation, etc. “Action fronts” are programme activities 
grouped according to their nature and objectives, and would 
include “education for development”, “increase of production”, 
“raising levels of living”, etc. An “activity” is a group of meas- 
ures of the same kind within the programme. For methodological 
purposes they can be broken down into “operations” and “tasks”, 
to facilitate the construction of the general table of activities. 
“Operational areas” are merely territorial or sectoral units within 
which the programme is carried out. “Operational relations” are 
the complex of relations necessary to fulfil the various functions 
and link up the various agencies that participate directly or 
indirectly in the programme. 
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eventually cover most of the country and its different 
social sectors, and act on the factors that intervene 
directly or indirectly in the development process. An- 
other political instrument is the support of all the live 
forces of the country, which a community development 
programme must have. Such support does not, of course, 
arise spontaneously; it must be built up methodically 
and patiently, and be guided in a constructive and demo- 
cratic way. Another instrument is what might be termed 
the “general staff”, a dynamic group of men with the 
ability and vision to put the whole programme into 
operation and to implant the underlying principles in 
the national consciousness. The incorporation of com- 
munity development into the life of a nation calls for 
new men with fresh concepts and an added awareness. 
Such men are not easily found, nor can they be organized 
for action unless the ground is prepared and a suitable 
intellectual, political and professional climate is created 
to attract them, stimulate them and fortify them in their 
vocation and beliefs, Another relevant point is the 
organization of suitable channels for the effective par- 
ticipation of the people in planning activities. It is gen- 
erally recognized that there is no real possibility of 
such participation within the esoteric methodological 
schemes used by most planners and administrators. 


The legal instruments are needed to establish the 
juridical foundation required if community development 
is to operate properly, and so solve the legal and proce- 
dural problems that arise in relation to the constitution, 
the legislation and the public administration system. 
Broadly speaking, they are a body of measures that 
grant powers, impose obligations, and even inflict penal- 
ties, that are intended to give legal force and protection 
to community development activities, regulate them and 
guarantee their continuity, and ensure the co-operation 
of state-owned and semi-public agencies These legal 
measures should not be piecemeal or haphazard; ra- 
tionalization and forethought are needed in this field. 


As regards economic instruments, the adequate and 
timely provision of funds, in conjunction with technical 
assistance, is one of the cornerstones of these pro- 
grammes that bring together the Government and the 
people. Latin American experience indicates that the 
community usually responds by giving their enthusiastic 
support, their labour, and even their money, but that 
Governments are seldom able to make their contribu- 
tion at the right time. Despite the commitments entered 
into by politicians and technical experts, the items in 
question seldom appear in official estimates, nor do the 
appropriate channels exist for conveying the funds to 
the individual programmes. In some cases the reason 
is inertia and lack of foresight on the part of the com- 
munity development officers, while in others it is the 
failure of the Governments to realize that funds spent 
on community development are a real investment, since 
they represent the cost of promoting social and cultural 
change and raising the level of living, and, above all, 
of dealing with aspects that are vital to accelerated 
economic and social development. Since community de- 
velopment programmes supplement normal public and 
private services, they need a financial agency that can 
fulfil the different functions needed, such as channelling 
the resources coming from the Government and semi- 
public bodies, and from the private sector, in particular 
from the communities; distributing the resources avail- 


able in accordance with the two criteria of social welfare 
and financial administration; and securing external 
credit funds and handling them on the Government’s 
behalf. A sound combination of resources, functions, 
principles of distribution and management is not to be 
achieved by chance, and consequently the whole ques- 
tion must be approached on a suitably rational basis. 


Lastly, the operational instruments are the basic 
vehicle of the programme, The operative function is 
complex and many-faceted at all levels of community 
development programmes. It requires both a_ highly 
specialized training, and an aptitude and vocation for 
social work, and covers a wide variety of fields of 
action, including planning, co-ordination, administra- 
tion, evaluation, control, training and publicity. The 
operational agency should therefore include specialized 
organs for each of these and other functions, and have 
the standing, powers and contacts necessary to carry 
out its task.12° This machinery cannot be set up and 
organized in the haphazard way that has been so com- 
mon in Latin America; it must be the fruit of systematic 
contributions from specialists and from those respon- 
sible for national policy. 


(b) Incorporation of social research 


The pre-eminently social and educational nature of 
community development obviously means that all its 
activities must be grounded on a solid and systematic 
knowledge of the social and cultural conditions of 
the people concerned. However, with very few ex- 
ceptions,!*1 there is little evidence that the initiation 
and extension of these programmes has been preceded 
by the minimum amount of social research needed. 
And although some sociological studies have been made 
at the community level, there is no indication that they 
have been extended to the national level and related 
to general development conditions. Nor is there good 
reason to believe that the aims pursued and the methods 
of work adopted have been adapted to the characteristics 
of the individual community. In some cases, notably in 
the Andean communities, not even the language used is 
of the community. Moreover, there seems to have been 
no attempt to make a systematic study of traditions and 
trends in the different communities, with a view to 
incorporating the basic elements of community devel- 
opment in the community itself, and in its cultural roots. 
It is known, for instance, that community co-operation 
in activities and projects of common interest, and 
mutual self-help among the members of the same com- 
munity, are part of a long and uninterrupted tradition 
in Latin America, under the form of the minga, the 
convite, the fajina, the mutirao or the mano prestada. 
But no studies have been made that would enable this 
source to be adapted and systematically drawn upon. 
Moreover, it is becoming more and more evident that 
the people’s resistance to social change is usually a 


120 See Public administration aspects of community develop- 
ment programmes, op. cit., and Report of a community develop- 
ment mission to Venezuela, op. cit. 

121 See O. Fals-Borda and N. Chaves, Accién comunal en una 
vereda colombiana, Bogota, Sociology Faculty of the National 
University, 1959; the research programme of the Centre for 
Development Studies in the Central University of Venezuela; 
Mario Vasquez, Cambios socio-econdémicos en una hacienda an- 
dina del Peri, América Indigena, vol. XxII, No. 4 (1962); and 
certain studies by the universities of Buenos Aires and La Plata. 


product of structural factors, especially the system of 
land tenure, the urban-industrial pattern and the power 
structure,* and of the trends now developing in those 
areas. It is generally agreed that the structure of agri- 
culture in Latin America, and its external situation in 
many Latin American countries, constitute an obstacle 
to any kind of community development. The effect of 
the modernization of some of these structures is reflected 
in the disintegration of community life and the marginal 
existence of certain groups in the urban areas.123 There 
is reason to fear that the Latin American municipality 
has lost or is losing its power of action and its time- 
honoured role as a nucleus of services,!24 and conse- 
sequently that hopes of drawing upon the enterprise 
and vitality of the local nucleus may well be built on 
air. But these and other misgivings are not being taken 
into account in the promotion of community develop- 
ment, nor is much thought given to social research. 
Apart from the Venezuelan programme, and Bolivia’s 
National Plan for Rural Development, both of which 
stress land reform, there is no interest in the Latin 
American countries as a whole in linking community 
development with the necessary structural reforms.125 
Admittedly, the lack of an adequate contribution by 
social research is not true only of community devel- 
opment, since the same applies to all social aspects 
of the development complex, and is apparently due to 
the existing defects of sociological research in Latin 
America.17° Nevertheless, a methodical research effort 
should be made, at least in the area of community 
development, if the aim is to transform community de- 
velopment principles and methods into an instrument 
for accelerated economic and social development. 


(c) Methodological instruments and operational 
techniques 


The extension of community development in Latin 
America has also been hampered by serious defects in 
operational methods and techniques, in the promotion, 
programming, execution and evaluation of community 


122 See The Social development of Latin America in the post- 
war period, op. cit.; F. C. Weffort, Algunas consideraciones sobre 
la relacién entre la sociologia y la planificacién, Working Paper 
No. 3 of the Working Group on the Study and Programming of 
Social Development, Latin American Institute for Economic and 
Social Planning, Santiago, Chile, 1963. 

123 See La incorporacion de los aspectos sociales a la planifi- 
cacién, Working Paper No. 4 of the Working Group on the 
Study and Programming of Social Development, Latin American 
Institute for Economic and Social Planning, Santiago, Chile, 
1963. 

124See A. Garcia, La planificacién municipal, Bogota, 1948; 
A handbook of public administration: Current concepts and 
practice with special reference to developing countries (United 
Nations publication, Sales No.: 61.J1.H.2); United Nations, De- 
cae for national and local development (ST/TAC/ 
M/19). 

125 See Paul S. Taylor, Relations between community develop- 
ment and agrarian reform: Ecuador, op. cit., and Relations be- 
tween community development and agrarian reform: Venezuela, 
op. cit. 

126 See Consideraciones acerca de las investigaciones propuestas 
por la Divisién de Estudios y Programacién del Desarrollo Social, 
Working Paper No. 5 of the Working Group on the Study and Pro- 
gramming of Social Development, Latin American Institute for 
Economic and Social Planning, Santiago, 1963; G. Germani, 
“Algunas condiciones para el desarrollo de la investigacién en 
América Latina”, Memoria del Congreso Latinoamericano de 
Sociologia, Caracas, 1961, vol. I, p. 113. 
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development activities. In this field activities are under- 
taken and carried out virtually without the help of a 
methodology, manuals or proper equipment, and pro- 
moters have nearly always had to improvise their own 
operational and programming tools. The few publica- 
tions that exist on the subject are seldom issued in 
Spanish, and often refer to specific cases in Asia, 
Africa, the Middle East or the United States. With few 
exceptions, the professionals and institutions that have 
specialized in this field in Latin America have made 
no effort to prepare methodological handbooks.!?7 


The contrasts and widely differing situations to be 
found both in the Latin American countries as a whole 
and within individual countries, require instruments spe- 
cifically designed for the different working fronts. Ac- 
cordingly, a large number of working methods are 
needed, and new techniques and equipment have to be 
adopted. One aspect that requires more attention is the 
method of social work in rural areas, where special 
methods are needed for the indigenous communities, and 
rural communities living a marginal life, and for com- 
munities affected by rapid changes (especially com- 
munities near urban areas) or by large infrastructure 
projects (regional development plans, dams, irrigation 
works, communication networks, new mines, etc.). This 
same applies to work in ordinary urban communities and 
in those where urbanization is intensive, as it is in 
capital cities. The same variety is needed in methodo- 
logical handbooks or manuals for the planning and 
implementation of community development programmes, 
literature on ways of strengthening local initiative and 
local government and special manuals on specific lines 
of work, such as social research, the establishment of 
public participation machinery for the different sectors 
and levels. Lastly, there should be special emphasis on 
the introduction and use of modern techniques and 
equipment for mass education, publicity, etc. such as 
radio schools, educational television and audio-visual 
aids. 


(d) Human resources and professional training 


The re-examination of the problem of human resources 
and professional training for community development 
raises a number of points of interest. One is the need 
for a new image, or a new conception, of the profes- 
sional worker who is to be responsible for guiding and 
executing the proposed new mission. Thus far the pro- 
fessional and technical basis of community development 
in most Latin American countries has been provided by 
social workers and the social services, respectively, and 
to a lesser extent by educators, doctors, architects and 
sociologists. As these programmes have been expanded, 
it has become necessary to improvise new teams of 
promoters, whose common denominator has been essen- 
tially that they were government officials, as regards the 
public sector, or volunteers impelled by a vocation for 
social service, as regards the private sector. Obviously 
this has been a limited solution imposed by circum- 


127 See the publications by Caroline F. Ware, Community 
studies, Pan American Union, Washington, D.C.; Organizacién 
de la comunidad para el bienestar social, Pan American Union, 
Washington, D.C.; Rubén Utria, La accién comunal como pro- 
grama de gobierno. Bases de metodologia aplicada a la vivienda, 
University of America, Bogota, 1960; Campos Jimenez, Organi- 
zacién y desarrollo de la comunidad para el bienestar social, 
Guatemala, 1956. 
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stances during the experimental stage, and the aim must 
now be to recruit a more clearly professional type of 
staff who are better trained for the work. In general 
terms, their attitudes and skills should be based on a 
clear and well-ordered picture of the nature and prob- 
lems of the process of economic and social development, 
an impartial desire to serve, and a professional expertise 
that qualifies them to carry out a specific function. 


Another important point is the need to create a new 
and dynamic leadership, in the form of persons who, 
as far as possible, should meet the twofold requirement 
of being at once technically qualified in the field con- 
cerned, and in development planning, and endowed with 
the desire to effect social improvements and the ability 
to make contact with the community. A careful study of 
Latin American experience shows that the few successful 
attempts that can be pointed to at the present time have 
resulted from the efforts and influence of persons of this 
type. 

Another important question is the new direction that 
needs to be given to the task of training high-level pro- 
fessional staff. In line with the foregoing observations, 
the academic training of future professional staff should 
be of an inter-disciplinary nature, and should be on an 
objective and predominantly technical plane. This train- 
ing would centre round certain basic elements, includ- 
ing the complex of development problems, and _ tech- 
niques of social research, programming, social work and 
social organization, and administration. Training at the 
intermediate and lower levels would also have to be 
adapted in line with the new general orientation pro- 
posed,128 


At the level of the community leaders also some in- 
novations need to be considered. The new role that it 
is hoped the people will play will depend largely on the 
existence of leaders among the people themselves who 
are equipped to act at a higher level and to discuss prob- 
lems with technicians, government agents and the capital 
sectors concerned with the programmes that are being 
carried out. Special efforts are needed to identify and 
train such leaders among the rural and urban workers, 
not only at the local level, but also at the sectoral or 
even national level. 


Lastly, it should be noted that these training activities 
should be based on a new strategy. In principle the aim 
should be to make these activities part of those that are 
being given priority in the field of professional training 
and the development of human resources with a view to 
accelerating the general process of development in the 
different countries, rather than treating them separately 
as a problem of strictly professional interest, Another 
part of this strategy should be to attract the interest of 
the other professional disciplines, and appropriate ac- 
tion must be taken for that purpose. In addition, new 
criteria of a scientific nature must replace the pragmatic 
and empirical approach typical of much social work in 
Latin America, and in particular of many community 
development programmes. 


128 See Report of a Community Development Mission to Vene- 
zuela, op. cit., Annex II on training of personnel; The social 
training of front-line rural development workers (ST/SOA/46) , 
and Report on the Training Course in Community Development 
for East Africa held at Dar-es-Salaam, Tanganyika, 6 November 
to 6. December 1963; Report published by the Economic Com- 
mission for Africa, document E/CN.14/SWCD/26. 


3. IMPLICATION IN THE POLITICAL AND ADMINISTRATIVE 
FIELD 


Granted that the principles of community development 
are really useful—as demonstrated by various pro- 
grammes—and that the techniques now in use can be 
adapted and improved, the practical possibility of con- 
verting community development into a means of speed- 
ing up development in Latin America depends further, 
essentially, on the satisfaction of a number of condi- 
tions. These relate principally to the repercussions that 
the use of community development for this purpose will 
entail in the political and administrative field, and in 


the social field. 


One such prerequisite relates to the degree of aware- 
ness needed in the leading circles of the various coun- 
tries in terms not only of desiring participation by the 
people, of the nature and scope required by the prin- 
ciples of community development, but also of recogniz- 
ing that such participation is necessary and desirable, 
and that the time is ripe for it. An analysis of the past 
evolution and present situation of community develop- 
ment as applied in Asia and Africa shows that it has 
always been associated with, and largely based on, the 
inspiration and political power of the Governments and 
the principal leaders.1?® In those countries community 
development has consisted not of a collection of ex- 
perimental programmes, but of a single government pro- 
gramme, fully integrated and implemented.4° It may 
well be wondered whether such an awareness exists in 
Latin America. It is equally essential that the planners 
and technicians, who are increasingly to be found at 
high levels of government in various countries, should 
desire such participation and regard it as one of the 
basic assumptions underlying their plans and _ pro- 
grammes. Consequently the same question arises as to 
their attitude. 

Another prerequisite is the existence of institutions 
and operational machinery on a scale and level of effi- 
ciency to permit the encouragement, channelling and 
constructive utilization of the initiative and energies of 
the people that community development may release in 
every country by providing an institutional basis for 
their participation. Once the basic decision has been 
taken to incorporate the whole population in the life of 


129 See Mahatma K. Gandhi, op. cit.; Rajendra Prasad, op. 
cit.; and Report of a Community Development Evaluation Mis- 
sion in India, op. cit. 

130 See John P. Lewis, Quiet crisis in India, The Brookings 
Institution, Washington, 1962; Government of Bombay, Report 
of the Sarvodaya Scheme Evaluation Committee, 1956, and Gov- 
ernment of India, The First Five-Years Plan. 


the nation, a lengthy and complex process of establih- 
ing and improving the necessary means must be set on 
foot. Again, the question arises of whether the deci,on 
and will power exist that are needed for the necesig ry 
changes, and even more, how far the inertia resul:ing 
from the traditional exclusion from the national life cf 
great masses of the population will hold back the process 
of establishing and improving the means for their incor- 
poration. Generally speaking, it is recognized that it will 
be necessary to reorganize the government services to 
permit them to operate flexibly and efficiently within the 
new system of association with the community, and that 
new instruments will be needed to carry out new func- 
tions, but it may be asked how far it will prove pos- 
sible to remove the obstacles to the institutionalization 
of the participation of the people, especially in relation 
to the agrarian, urban-industrial and power structures. 


Another requirement relates to the atmosphere of the 
rational mobilization of forces and national construc- 
tion that appears to be needed if community develop- 
ment is to forge ahead with full vigour. Here, too, an 
analysis of the circumstances in which these principles 
took root and spread in other continents shows that they 
are the very circumstances in which independence was 
nourished and the transition made to many new institu- 
tions that in fact constitute a basic achievement. It should 
not be forgotten that community development in Asia 
and Africa is linked both with the most outstanding 
figures of the age, and also with national aspirations of 
independence, and was characterized from the outset by 
an atmosphere that was political and religious rather 
than technical.'1 Thus it might well be asked whether 
there exists in the Latin American countries‘a similar 
element that could create the atmosphere of national 
mobilization of forces, and national construction. 


These and other implications in the use of community 
development principles as a means of encouraging con- 
scious and organized participation by the people, or the 
use of any other method of achieving that end, should 
be analysed by the planners, sociologists and promotors 
of social development in Latin America, in an impartial 
spirit, as a matter of urgency. The need is not merely 
for an academic discussion on the possible implications 
of introducing certain working methods, but for an at- 
tempt to find alternative methods of effecting a voluntary 
mobilization of the communities, since their age-old 
exclusion from the national life is one of the most seri- 
ous obstacles to the acceleration of development in the 
Latin American countries. 


131 See M. K. Gandhi, op. cit., and J. P. Lewis, op. cit. 
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LATIN AMERICA’S COFFEE EXPORTS TO COUNTRIES MEMBERS OF THE 
EUROPEAN ECONOMIC COMMUNITY* 


1. IMPORTANCE OF COFFEE EXPORTS 


Coffee ranks foremost among all Latin America’s agri- 
cultural exports. During the fifties, it represented ap- 
proximately 20 per cent of the total value of sales abroad; 
and among export commodities as a whole, its relative 
importance is outweighed only by that of petroleum, 
which accounts for about one-fourth of the aggregate 
value of the region’s exports at the present time. 


In the export trade of Brazil, Colombia, Costa Rica, 
El] Salvador, Guatemala, Haiti and Nicaragua coffee is 
the principal item, and the income accruing from its sale 
on foreign markets constitutes over 50 per cent of the 
credit side of these countries’ trade balances (with the 
single exception of Brazil, in whose case it represents 


*In connexion with the United Nations Conference on Trade 
and Development, the ECLA secretariat, at the request of the 
Governments of the region, prepared a series of technical back- 
ground data which were presented in document E/CN.12/693. 
One of the problems to which attention was drawn in this analysis 
was that of the limitations imposed in the expansion of demand 
for some tropical products by internal taxes on consumption and 
other mark-ups affecting these commodities in the markets of 
the European Economic Community. The aim of this note is to 
present some further background data illustrative of the mag- 
nitude of such problems in relation to coffee, the most important 
of Latin America’s agricultural exports. 


about 30 per cent). Elsewhere too—in the Dominican 
Republic, Ecuador and Honduras—coffee is a staple ex- 
port item, with a relative importance of 10 per cent or 
more. In some industrial countries, the end price of 
coffee is very high in relation to the import cost, mainly 
as a result of disproportionately heavy taxes. Obviously, 
this severely limits consumption, to the direct disad- 
vantage of the coffee-exporting countries. Such is the 
position, generally speaking, in the European Common 
Market, which is the recipient of approximately 20 per 
cent of Latin America’s coffee exports. 


2. SCALE OF TAXATION, AND ITS INCIDENCE ON PRICES 


The incidence of taxation is high, especially in the 
Federal Republic of Germany, France and Italy. Al- 
though the aim of the present note is simply to quantify 
the taxes concerned in the aggregate in order to facili- 
tate the evaluation of their impact on Latin America’s 
export trade, and not to embark upon an analysis of 
their origin and nature, a point which should be made 
here is that customs tariffs account for only a minimal 
proportion (12 per cent of the total in the Federal Re- 
public of Germany, 21.5 per cent in France and 9.5 per 
cent in Italy); in every case, the direct tax on coffee 
consumption is heavy, as can be seen in table 1. 


Table 1 


Latin AMERICA: TOTAL EXPORTS OF COFFEE TO THE COUNTRIES MEMBERS OF THE 
European Economic Community, 1960 anp 1961 


Volume 
(thousands of 60-kg bags) 


Tax revenue (dollars) 


Market of destination 1960 1961 oe Total 
Belgium and Luxembourg............. 700.2 682.4 0.09 7 466 040 
Federal Republic of Germany.......... 3 035.4 2 874.1 1.38 489 306 600 
BTAncet tantie Sols oe Cems Spies este es oe al 736.1 723.8 0.42 36 789 480 
Halyamete. Woc.r cera vccete sete vee 1096.8 1243.5 1.10 154 459 800 
Netherlanidaiipecc tis tectetare oe otoisters 2 ororsrs 693.1 1011.8 0.01 1023 000 
TotaL 6261.6 6 535.6 689 044 920 
Estimated f.o.b. value (millions of 
dollars) messes se oes Salat ie ele 300.0 294.0 —= 594.0 


Source: Export volumes and estimates of f.o.b. values: Federacién Nacional de Cafeteros, 
Boletin de Estadistica, No. 38, Bogota, Colombia. Taxes: Instituto Brasileiro do Café. 


In the two years under consideration and in respect 
of the same shipments of coffee, the tax revenue col- 
lected by the six Common Market countries ($689 mil- 
lion) far exceeded the total f.o.b. value ($594 million) 
received by the producer countries. 


Another significant fact is that there are striking dis- 
similarities in the structure of retail prices for coffee 
within the Common Market, reflecting different levels not 
only of taxation but also of the “intermediate costs” 
represented by distribution and industrial processing 
costs plus profit margins, etc. (see table 2). 
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Table 2 


European Economic CoMMUNITY: COMPOSITION OF RETAIL PRICE OF ROASTED COFFEE,® 1962 


ne 


Federal 


Republi 
Belgium aera France Italy Luxembourg Netherlands 
Dollars Percent- Dollars Percent- Dollars Percent- Dollars Percent- Dollars Percent- Dollars Percent- 
per kg age per kg age per kg age per kg age per kg age per kg age 
Raw material ........ wee 0.81 41 0.96 22 0.95 47 0.76 24 0.81 38 0.89 54 
PL AXES crocs tio avextres eevee ayers 0.11 6 1.66 39 0.50 24 ey 41 0.12 6 0.01 9 


53 1.68 39 0.60 29 1.12 35 1.18 56 0.76 46 


TOTAL 1.96 100 4.30 100 2.05 100 3.20 100 2.01 100 1.66 100 
nn SEE EEE ESSERE 


Source: Instituto Brasileiro do Café. 
8] kg roasted coffee —1.2 kg green coffee. 
b Including industrial processing and profit margins. 


The retail price is twice as high in the Federal Re- 
public of Germany as in Belgium, France and Luxem- 
bourg (in all three of which it is much the same); in 
Italy, again, it is double the price charged in the Nether- 
lands, which is the lowest of all. The component of least 
value in the composition of the retail price, despite the 
fact that the processing required is of an absolutely 
primary character, is the c.i.f. cost of the green coffee, 
which in no instance is as much as a dollar per kilo- 
gramme. 


The most impressive disparities are to be noted under 
the head of “marketing, distribution, industrial process- 
ing (roasting) and profit margins”, where the sum of 
$1.68 per kilogramme is registered for the Federal Re- 
public of Germany, as against just over a dollar for 
Belgium, Italy and Luxembourg, $0.76 for the Nether- 
lands and $0.60 for France. As the processing involved 
is virtually the same, the inference is that in the Fed- 
eral Republic of Germany margins of profit are higher 
than in the other countries of the Community. 


The margin between the import and the consumer 
price in 1960 and 1961 was considerably narrower in 
the United States than in any of the countries members 
of the Community, as is shown in table 3. 


Table 3 


Unitep STATES: RELATION BETWEEN IMPORT PRICE AND RETAIL 
CONSUMER PRICE, 1960 anp 1961 


(Cents per kilogramme) 


1960 1961 

Import price (green coffee)®............ 74.8 71.4 
Equivalent price (roasted coffee)®......... 89.76 85.68 
Marketing smargin® Sorcicmcres > setstelsereeiee eat 58.08 59.74 
ToraL (average retail price) 147.84 145.42 


Source: Instituto Brasileiro do Café, Corso de Economia Ca- 
feeira, 1962 

8] kg. roasted coffee —1.2 kg green coffee. 

> Including distribution, industrial processing and profit margins. 

Although insufficient data are available for the same 
comparisons to be made in respect of the year 1962, it 
is of interest to relate the preceding findings to similar 
figures for the European Common Market countries (see 
table 4). It transpires that the total difference between 
the import and the retail price computed for the United 
States is considerably less than the intermediate costs 
(excluding all taxes) found in each of the countries mem- 
bers of the European Economic Community (see table 5). 


Table 4 


RELATION BETWEEN IMPORT AND RETAIL CONSUMER PRICES IN THE UNITED STATES AND IN THE 
COUNTRIES MEMBERS OF THE EUROPEAN Economic CoMMUNITY 


(Cents per kilogramme) 


—— ee 
European Economic Community (1962) 


sates 

Ue pee 
Retail price ss .cjeleeole x srars 147 430 320 205 198 166 
Raw material® ..... Birece 88 96 76 95 81 89 
otal marge tees. se 59 334 244 110 117 77 


——  .—_0_ 0 
Source: Previous tables, and Federacion Nacional de Cafeteros, Boletin de Estadistica, No. 

38, Bogota, Colombia. ? 
almport price of 1.2 kg green coffee. 
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Table 5 


COFFEE MARKETING COSTS FROM PORT OF UNLOADING TO RETAIL 


DISTRIBUTION STAGE, IN THE UNITED STATES AND IN THE Euro- 
PEAN EcoNomic ComMUNITY 


——— eee 


Cents per 
kg of 
roasted 
éafan 

United States (1960-61) 
Net difference between c.i.f. import price and retail 59 
European Economic Community (1962) 
Excluding import duties and all other taxes 
DELP ONS oe oe a es eed Sea een 103 
Federal Republic of Germany:.........<......; 168 
Wan GCM ean ce ctr car Sorc he cee 60 
Resi y meee niteeRies es ot) SC oats aie. 
Bxembourpe test. oh oe oces Cac cons ORS ose. 118 
Netharlandames. och ce ces cs wee ee ck oot ohne 76 


Source: Previous tables. 


Table 


Table 6 shows the presumable gross receipts of the 
coffee trade in the European Economic Community coun- 
tries in 1962, estimated on the basis of the foregoing 
margins. 

In 1961 the United States of America imported 
1,347,840 tons of green coffee, ie., the equivalent of 
1,123,200 tons of roasted coffee, or approximately twice 
the volume imported by the European Economic Com- 
munity in 1962; on that quantity the gross marketing 
margin, computed at a rate of $0.59 per kilogramme 
of roasted coffee and comprising all heads (including 
internal taxes), amounted to $662,688,000, a sum almost 
equal to that accruing to the coffee trade from the mar- 
keting of half as large a volume in the countries of the 
Community. In other words, the marketing charges of 
the coffee trade in the Common Market countries were 
at least double those currently absorbed by its counter- 
part in the United States. 

Some relationships can be established between the re- 
tail price, the level of consumption and national income. 
They are presented in table 7, the world’s leading coffee 
market—the United States of America-—being included 
for reference purposes, 


6 


EurRoPEAN Economic CoMMUNITY: GROSS RECEIPTS OF COFFEE 
IMPORTERS AND MIDDLEMEN, 1962 


Marketing margin 


Imports (tons) 


Aggregate 

Green Roasted Per kg (thousands 

Country coffee coffee (dollars) of dollars) 
Belgium and Luxembourg .............. 56 903 47 419 1.05 49 700 
Federal Republic of Germany........... 233 474 194 561 1.68 326 800 
BiranGe aces ce oc Weare oie 0) ss taleunieiere Cieereee sie 208 316 173 596 0.60 124 900 
Bea reper opsceriets (ators win’ s/s e's se gipie are aera ses 110 728 92 273 1.12 103 300 
Netherlands: «50.2.0... 2. sAWRR ccs. c 63 257 52 714 0.76 40 000 
ToTaL 672678 644 700 


ee 


Sources: Previous tables. Imports: Instituto Brasileiro do Café. 


Table 7 


Per capita NATIONAL INCOME, per capita COFFEE IMPORTS AND RETAIL PRICE OF ROASTED COFFEE IN 
THE UNITED STATES AND IN THE COUNTRIES MEMBERS OF THE EUROPEAN Economic COMMUNITY, 


1962 
ne LE EE EEEISE EE EEEE EESS SESE ESEEREERE SSSR 
Per 

Retail capita 

Per Per capita coffee price of Per expendi- 

capita imports (kg) roasted capita ture as @ 

national coffee expendi- percent- 

income Green Roasted (dollars ture age of 

Country (dollars) coffee coffee per kg) (dollars) income 
United States ..... aie eels Ae 2 280 19 6.6 1.47 9.70 4.25 
Belgium ........-- SeROOGS ai 1030 5.8 4.8 1.96 9.41 9.14 
Federal Republic of Germany 1150 4.1 3.4 4.30 14.62 12.71 
Pranic ia wae agecae aco efe cess criestens oe 1190 4.4 Ber 2.05 7.58 6.37 
Italy iaiaeratiararers Spates sve oes 610 P44 1.8 3.20 5.76 9.44 
Netherlands .......--++++s- 910 5.4 4.5 1.66 7.47 8.21 


Sources: Income: Monthly Bulletin of Statistics, United Nations Publication, September 1963. 
Imports and prices: Instituto Brasileiro do Café. 
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In the case of countries with comparable income levels 
(Belgium and Luxembourg, Federal Republic of Ger- 
many, France, and the Netherlands), consumption is in 
inverse ratio to retail prices. The United States figures 
are illustrative of the possible price, as well as of the 
level of potential demand, when the product reaches the 
consumer without unduly heavy intermediate costs. 


3, PROJECTIONS OF DEMAND IN THE FEDERAL REPUBLIC 
oF GERMANY? 


From Latin America’s standpoint, special importance 
attaches to the projections of consumption for the Fed- 
eral Repubic of Germany presented in tables 8, 9 and 
10, because of the size of the market in question and 
the severity of the taxes in force. An endeavour has 
therefore been made to estimate the behaviour of de- 
mand in relation to different income and price hypo- 
theses. The calculations relating to Latin American coffee 
are based on the assumption that, ceteris paribus, its 


1See the annex to the present article for an account of the 
basic data and the methodology used in the projections. 


relative share in the market under consideration will 
remain the same as in recent years.” 


The starting-point for the projections is the average 
retail price registered in 1962, adjusted to 1958 prices 
by application of the appropriate retail price index (base 
year 1958 = 100). The alternative prices considered are 
the result of subtracting from the base price (1962 ad- 
justed) the equivalents of 20 per cent, 50 per cent and 
100 per cent reductions in the existing taxes. 


Income-elasticity was projected on the basis of an- 
nual per capita growth rates of 2.4 and 6 per cent. The 
population increment was computed by adjustment of 
the 1962 figures in accordance with the rate of demo- 
graphic growth recorded in the 1953-60 period. 


2 That is, 84 per cent of total imports. This percentage had not 
yet been affected by the 9.6 per cent preference granted to the 
African associate members of the Community. The assumption 
that Latin America’s 1962 share in the consumption will be main- 
tained subsequently is therefore optimistic. There is a measure 
of justification for it, however, inasmuch as the Federal Republic 
of Germany consumes primarily mild-grade coffees (Arabica), 
which Africa produces on a very limited scale. 


Table 8 


FEDERAL REPUBLIC OF GERMANY: PROJECTION OF TOTAL IMPORTS OF GREEN COFFEE FOR 1970 


(Thousands of tons) 


it palette Increase in personal income ( percentages) 
(percentages) 0 2 4 6 
Bris ore ai FRee ees Bie Bis ovstereitaese oio.e heirs wie 275 280 285 290 
AO Setaete ila. s siarclsiSicl eo sie Sib-e'w aie alee eee SIE STERes 310 315 320 325 
50 « edieie ele CBO aw eeens a biletafevereterw a Bao Gen: 375 385 390 395 
LOO Siow sae nee Marasidis aise es Sie ave ai eiapersverstore’ sce, sieves 565 575 585 595 
Table 9 
FEDERAL REPUBLIC OF GERMANY: PROJECTION OF IMPORTS OF GREEN COFFEE FROM LATIN AMERICA 
FOR 1970 


(Volume: thousands of tons; c.i.f. value: millions of dollars) 


Increase in personal income (percentages) 


Reduction of taxes ; : f 4 
(percentages) Volume Value Volume Value Volume Value Volume Value 
(Us Ba0r6 Sacco ie 230 210 235 215 240 220 245 225 
20 as aierae aisle aoe 260 235 265 240 270 245 275 250 
D0 Pasian eles vies 320 290 325 295 330 300 335 305 
LOO eects cinuoanuce 475 435 485 440 495 450 500 455 


Table 10 


Fevers Repusiic oF GERMANY: PROJECTION OF TAX REVENUE FOR 1970, IF EXISTING TAXES ARE 
MAINTAINED OR ARE REDUCED BY 20, 50 AND 100 PER CENT 


(Millions of dollars at 1958 prices) 


Reduction of taxes 
(percentage) 0 


0 eoeeeerereeeeeeseeeeeeeeeeeeee 375 
20 eeeereeeeeeeereeeeeeeseeeeeseee 340 
260 


50 eee eereeeee eee ee eeseeeeneeeeee 


100 ee 


260 


Increase in personal income (percentage) 


2 4 6 
385 390 395 
345 351 355 
265 268 270 


According to the comparative figures presented in 
table 11, if the Federal Republic of Germany were to 
reduce its tax revenue by $122 million, it would enable 
the coffee-exporting countries to increase their income 
by $100 million, Moreover, this reduction would directly 
benefit the German coffee consumer. 


Alternatively, if industrial processing and distribu- 
tion costs plus profit margins were cut by 50 per cent, 
so as to approximate to those prevailing in France, the 
Netherlands or the United States (see again tables 2 and 


4, above), demand would react approximately as shown 
in table 12. 


Table 11 


FEDERAL REPUBLIC OF GERMANY: COMPARISON OF TOTAL IMPORT VALUES AND TAX REVENUE FROM 
IMPORTS OF COFFEE, AS ESTIMATED FOR 19708 


(Average c.i.f. prices in 1962) 


——— 


Difference 


Tax Crisks 

revenue Volume values 

(millions (thousands (millions 

of dollars) of tons) of dollars) 
LOUS pen, cont: of: iexistingtaxes> .fcceneceoner 390 280 255 
DU per cent. of existing taxes iess. dees. sees. 268 390 355 
ee ee —122 4.110 +100 


es YESS 


® On the assumption of a 50 per cent reduction in tax revenue deriving from coffee imports. 


Table 12 


FEDERAL REPUBLIC OF GERMANY: PROJECTION OF TOTAL IMPORT DEMAND FOR GREEN COFFEE 
In 19708 


(Average c.i.f. import prices in 1962) 


Estimated imports 


Volume Value 
(thousands (millions 
of tons) of dollars) 


Taxes and marketing margin at the 1962 level.................-. 280 255 
Taxes and marketing margin reduced by 50 per cent............ 580 530 
DEG Cr ENCE Soak a jerios cae Pee See a OOD Oe PRES cae eee eee +300 +275 


8 On the assumption that the taxes and marketing margins registered in 1962 (see table 2 
above) will be reduced by 50 per cent and that the full benefit of the reduction will be passed 


on to the retail price. 


4. CONCLUSIONS 


The taxes in force in some countries constitute a seri- 
ous obstacle to the expansion of demand for coffee. In 
the special case of the Federal Republic of Germany 
and Italy, they exceed the c.if. value of the imports 
concerned. 

The argument commonly adduced to justify taxation 
on other imports of agricultural commodities—i.e., the 
need to protect domestic production—does not hold good 
here. Generally speaking, moreover, the duties in ques- 
tion were established with a view to safeguarding the 
balance of payments in the period immediately follow- 
ing the war, when it was necessary to reconstitute mone- 
tary reserves which were scanty at that time, but which 
increased considerably in the last five years under re- 
view. ‘ 

Intermediate costs marketing, distribution and indus- 
trial processing costs, plus profit margins, were 2 
higher, in most cases, than the c.if. price of coffee; the 
differences observable in the structure of these costs 
are surprising in view of the degree of homogeneity 
towards which the EEC countries are rapidly moving by 
virtue of the integration process in which they are all 


taking part. 


In some countries middlemen’s profits are unduly high, 
to the disadvantage of producers and consumers alike. 


The adjustment of taxes and of excessive intermediate 
costs is of particular importance for the coffee-exporting 
countries, destined as they are to gain by the expansion 
of consumption that would be promoted if the benefit of 
such adjustments were passed on to retail prices. 


The following objectives advocated in the Charter of 
Alta Gracia (in January 1964) with respect to this and 
other tropical products are therefore understandable: 


“The high internal taxes that the industrial countries 
normally apply to the consumption of tropical commodi- 
ties severely limit expansion of demand, and deprive the 
developing countries of valuable opportunities to in- 
crease their exports. Consequently the aim should be to 
abolish these taxes no later than 31 December 1965. 


“As soon as possible a detailed study by experts 
should be undertaken, on the reasons for the high costs 
in some industrial countries of processing and market- 
ing certain tropical products exported by Latin America, 


with a view to suggesting measures to avoid mark-ups 


considered as excessive.” 
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Appendix 


PROJECTIONS OF DEMAND FOR COFFEE IN THE FEDERAL REPUBLIC OF GERMANY IN 1970 


In order to estimate the effect of the various factors which 
help to determine coffee consumption, it was necessary to choose 
a model which defined the relationships between the dependent 
variable and the independent correlative factors. On the pattern 
of similar studies, an equation was selected of which the terms 
were the squares of minimum demand figures. The independent 
variables in this equation were per capita income in the Fed- 
eral Republic of Germany and the retail price of coffee in the 
period 1952-62 (see appended table). Only these two variables 
were used because they alone were susceptible of quantification.t 


It was assumed that consumption would absorb imports of 
green coffee in their entirety, or, in other words, that stocks 
would not be maintained. 


With these reservations, the model was defined as follows: 
log C =a +t p log P + i log I 


This equation is based on straight regression curves on a 
double logarithmic scale, which implies the assumption that 
price- and income-elesticities are constant in the whole field of 
price and income levels. The model has the limitation that the 


1 Demand is also sensitive to changes in consumer tastes and 
preferences, the effects of substitute products, income distribu- 
tion, etc. but these variables cannot be quantified. Although some 
writers sum them up under the single head of “momentum”, no 
attempt was made to compute such a variable in the present 
instance on account of a number of limitations in the basic data. 


elasticities are the result of taking the first derivatives in re- 
spect of price and income. 


log C’ (oer) p 


log C’ (log 1) tat 


Regression analysis measures 


Determination coefficient .............+.- ReP] = 0.98733 
Correlation) COeHICIeENE mais iseteiielteleret Rc.PI = 0.9936 
Typical estimating error). ccc ciel es Sc.PI = 0.00661 
Price-elasticiby ws smelter elie ciel stebe oeteissteies P = —1.49248 
Income-elasticity ciisisalotisiaelorslovers¥alcislsteieis 2 Os O09 


Regression equation: 
log C = 0.86875 — 1.49248 log P + 0.10109 log I 


The population projection was based on the demographic 
growth rate registered during the period 1953-60, which was 
1.2 per cent per annum. 

Latin America’s share in the coffee imports of the Federal 
Republic of Germany was calculated as an arithmetic mean for 
the period 1956-59. 

Green coffee prices and income were expressed in terms of 
1958 values. This choice was determined by the fact that 1958 
was the base year for the computation of the cost-of-living index 
in the Federal Republic of Germany. 


Annex 


FEDERAL REPUBLIC OF GERMANY: Per capita IMPORTS OF GREEN COFFEE, CONSUMER PRICE OF 
ROASTED COFFEE AND PERSONAL INCOME, 1952-62 


(Marks at 1958 prices) 


Year 

LOS ZIP. sa atta artarrarciees ate alaroraleibiete eroniae 
VOSS iioierig ersrelavere ve Steereverarere araiatetetetete eierare ios 
OD Sie oe wis Cree REoro on Aeraieistaver torah eye sieicieteis 
1955 Seewcho:sie-év0'. Sye.sioteeio-eaie ere e ereraiare aotersters e/aterats 
VOD G sgarererste errs a sei oldlets Wrorelviate sceve SGU OOO CUDOCOG 
ODT misibieisce ee b cfaticaneiareeie tee siarlaatesiecier earns iele 
L958. Paks arsise sists Bi oiaisrbyoieibverstelarevotcls fete avers 40 
1959 esis 50.278 SOOTHE DONG) OSOODC COO OD OUOUDCL 0 
1960 gorois ses steieiclope ote siaresete) euetorer Ssigisievelec onsets 

1 EG) Betgr Gao abo TOU DUO DSB OT GO aOCOAUSS OOEL 

NOG 2 eleisieis« serereleses aiae) wove fore bibintaseia(s asi staleteveys 2 


Imports of 

iionenned roasted coffee Per capita 

per capita) (per kilogramme) income 
1.17 34.57 2 252 
1.60 31.08 2 456 
2.09 24.56 2625 
2.39 22.76 2 928 
2.66 21.56 3119 
2.99 21.02 3 293 
3.06 19.40 3 413 
3.54 17.86 3 600 
3.74 ZC 4024 
3.92 16.60 4 232 
4.27 15.78 4 354 


LS 


Source: Coffee imports and prices: FAO, World Coffee Economy (Commodity Seri : 
and Instituto Brasileiro do Café, Hamburg Office; per capita fheaties- IMF. ponies ee 


Statistics. 
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THE UNITED NATIONS CONFERENCE ON TRADE AND DEVELOPMENT 
(Geneva, Switzerland, 23 March to 16 June 1964) 


Delegations from 120 countries attended the United 
Nations Conference on Trade and Development, which 
was held at Geneva from 23 March to 16 June of the 
current year, after a period of preparatory work of 
which some account has been given in this Bulletin. 
The repercussions of the Geneva Conference—which 
elected as its President Mr, Abdel Moneim El-Kaisonni, 
Vice-President of the United Arab Republic, and at 
which Mr. Raul Prebisch, Director-General of the Latin 
American Institute for Economic and Social Planning, 
acted as Secretary-General—unquestionably make it an 
event of world importance in the economic sphere. 


The ECLA secretariat played an active part in the 
preliminary formulation of the views to be put forward 
by Latin America at the Geneva Conference. In com- 
pliance with ECLA resolution 221 (X), it prepared a 
document entitled Latin Ameria and the United Nations 
Conference on Trade and Development (E/CN.12/693), 
analysing the main problems of Latin America’s external 
sector in relation to the existing structure of world trade. 
This study served as the background document for a 
Meeting of Latin American Government Experts on 
Trade Policy, which was held at Brasilia, from 20 to 
25 January 1964, and at which a series of conclusions 
was adopted, at the technical level, as to the position 
that Latin America should take up at the Conference.” 


Subsequently, within the framework of the Organiza- 
tion of American States (OAS), these principles were 
reviewed by representatives of the Latin American Gov- 
ernments at Alta Gracia, Argentina, and afforded the 
bases for the Charter of Alta Gracia. This in turn con- 
stituted a formal agreement among nineteen Latin 
American countries on the concerted position they would 
adopt at the Conference. 


The ECLA secretariat was represented at the Geneva 
Conference by the Executive Secretary, the Deputy 
Executive Secretary and three senior members of staff 
from its principal Divisions. 

The work of the Conference was divided among five 
committees of the whole, which covered the agenda 
as follows: 


Committee One: International commodity problems 


(a) Review of the long-term trends and prospects 
for primary commodity producers (including terms of 
trade) ; 

(6) Measures and actions for the removal of obstacles 
(tariff, non-tariff and other) and of discriminatory prac- 


1See the Informative Note published in the Economic Bulletin 
for as ip ona vol. VIII, No. 2, 1963, in which the back- 
ground data and agenda for the Conference are reproduced. 

2See Economic Bulletin for Latin America, vol. IX, No. 1, 


1964. 


tices, and for the expansion of market opportunities 
for primary commodity exports and for increases in 
their consumption and imports in developed countries; 


(c) Measures and actions for the promotion of trade 
In primary commodities among developing countries; 


(d) Measures for stabilization of primary commodity 
markets at equitable and remunerative prices, including 
commodity arrangements; 


(e) International compensatory financing and meas- 
ures for stabilization of primary export earnings at 
adequate levels. 


Committee Two: Trade in manufactures and semi- 
manufactures 


(a) Measures and action for diversification and ex- 
pansion of the exports of manufactures and semi- 
manufactures by developing countries with a view to 
increasing their share in world trade; 


(5) Measures for the expansion of markets of the 
developed countries for exports of manufactures and 
semi-manufactures of developing countries. 


Committee Three: Improvement of invisible trade of 
developing countries and financing for an expansion 
of international trade 


Committee Four: Institutional arrangements, methods 
and machinery to implement measures relating to the 
expansion of international trade 


(a) Re-appraisal of the effectiveness of the existing 
international bodies dealing with international trade in 
meeting trade problems of developing countries; 


(b) The advisability of eliminating overlapping and 
duplication by co-ordination or consolidation of the 
activities of such bodies or by effecting such organiza- 
tional improvements and initiatives as may be needed. 


Committee Five: Implications of regional economic 
groupings for the trade and development of the devel- 
oping countries, and expansion of international trade 
and its significance for economic development 


The Alta Gracia Group of Latin American countries 
consolidated its position with that of the African and 
Asian countries; it was thus possible to constitute a 
grouping of 75 developing countries which presented 
a united front in relation to all the agenda items. The 
following were the basic points of their platform: 


(a) The progressive elimination of restrictions on 
imports of basic commodities from the developing coun- 
tries and of internal taxes on consumption of such 


products; 
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(b) The corresponding reconsideration of agricultural 
production policies based on subsidies, in the developed 
countries; 

(c) The conclusion of multilateral agreements on 
basic commodities designed to stabilize or improve prices 
of such products, in favour of the developing countries; 


(d) The abolition of quantitative restrictions applied 
by developed countries to imports of manufactured and 
semi-manufactured products from the developing coun- 
tries, and the establishment of a preferential tariff sys- 
tem, on a non-reciprocal basis, in favour of the devel- 
oping countries; 

(e) The adoption of principles relating to interna- 
tional financial assistance for the developing countries 
which would ensure that such assistance would be given 
with the aim of enabling the countries in question to 
implement their development programmes on systematic 
lines; 

(f) Compensatory financing, at the multilateral level, 
for the losses suffered by the developing countries as 
a result of decreases in the prices of their exports; 

(g) Improvement of world trade transport conditions, 
especially in the shipping sector; 

(h) The expansion of trade between the developing 
countries and the centrally-planned economies, on the 
basis of an undertaking on the latters’ part to increase 
their purchases from the former, and to adopt such 
decisions, within their development programmes and 
their administrative and exchange practices, as might 
be necessary to ensure greater flexibility and effective- 
ness in their bilateral relations with the developing 
countries; 

(i) The establishment of institutional machinery for 
the specific purpose of studying and propounding solu- 
tions for the trade and development problems of the 
developing countries. 


As regards most of these points, serious difficulties 
were encountered in inducing the developed countries 
to adopt them. On most of them too, however, the Con- 
ference unanimously reached a measure of agreement 
which, although it did not fully satisfy the aspirations 
of the developing countries, represents an important step 
forward in a process of negotiation which is only just 
beginning. 

The Conference adopted 59 recommendations, 29 of 
them unanimously. Among the remainder there were 
several—especially in the field of financing questions— 
which obtained the support of most although not all of 
the developed countries. The recommendations that were 
unanimously adopted include those whose scope and 
significance is probably greatest. One relates to im- 
proved access to world markets for basic commodities 
and to the use of commodity arrangements to stabilize 
and improve prices; another concerns the expansion of 
access to markets for manufactured and semi-manufac- 
tured products from the developing countries; another 
envisages the possible creation of a system of pref- 
erences in favour of manufactured and semi-manufac- 
tured products from the developing countries; and yet 
another makes provision for new institutional machinery 
geared to the expansion of international trade. 


This last must be regarded as one of the most decisive 
and important results of the Conference. It ensures that 
the study of the trade problems of the developing 
countries will be continued and institutionalized with 
the aim of formulating concrete solutions in favour of 
the countries concerned. In view of its special interest, 
the text of this recommendation on institutional organi- 
zation is reproduced below. 


3 For the text of all the recommendations adopted, see the Final 
Act of the Conference (E/CONF.46/L.28), 16 June 1964. 


INSTITUTIONAL ARRANGEMENTS, METHODS AND MACHINERY TO IMPLEMENT 
MEASURES RELATING TO THE EXPANSION OF INTERNATIONAL TRADE‘ 


The Conference, 

Convinced that sustained efforts are necessary to raise 
the standards of living in all countries and to accelerate 
the economic growth of developing countries, 

Considering that international trade is an important 
instrument for economic development, 

Recognizing that this Conference has provided a 
unique opportunity to make a comprehensive review 
of the problems of trade and of trade in relation to 
economic development, particularly those problems 
affecting the developing countries, 

Convinced that adequate and effectively functioning 
organizational arrangements are essential if the full 
contribution of international trade to the accelerated 
economic growth of the developing countries is to be 
successfully realized through the formulation and im- 
plementation of the necessary policies, 

Having examined the operation of existing interna- 
tional institutions and recognizing both their contribu- 


4See Final Act, op. cit., annex A.V.1. 
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tions and their limitations in dealing with all the 
problems of trade and related problems of development, 


Believing that participating Governments should make 
the most effective use of institutions and arrangements 
to which they are or may become parties, 

Convinced that, at the same time, there should be a 
further review of both the present and the proposed 
institutional arrangements, in the light of the experience 
of their work and activities, 

_ Taking note of the widespread desire among develop- 
ng, countries for a comprehensive trade organization, 
an 

Recognizing that further institutional arrangements 
are necessary in order to continue the work initiated 
by this Conference and to implement its recommenda- 
tions and conclusions, 

Recommends to the General Assembly of the United 
Nations that it adopt at its nineteenth session the follow- 
ing provisions: : 

1. The present United Nations Conference on Trade 
and Development, hereinafter referred to as the Con- 


ference, shall be established as an organ of the General 
Assembly. The members of the Conference shall be those 
States which are members of the United Nations, the 
specialized agencies or the International Atomic Energy 
Agency. 

2. The Conference shall be convened at intervals of 
not more than three years. The General Assembly shall 
determine the date and location of the sessions of the 
Conference, taking into account the recommendations 
of the Conference or the Trade and Development Board, 
established under paragraph 4 below, hereinafter called 


the Board. 


3. The principal functions of the Conference shall be: 

(a) To promote international trade, especially with 
a view to accelerating economic development, particu- 
larly trade between countries at different stages of 
development, between developing countries and between 
countries with different systems of economic and social 
organization, taking into account the functions per- 
formed by existing international organizations; 

(6) To formulate principles and policies on interna- 
tional trade and related problems of economic 
development; 

(c) To make proposals for putting the said prin- 
ciples and policies into effect and to take such other 
steps within its competence as may be relevant to this 
end, having regard to differences in economic systems 
and stages of development; 

(d) Generally, to review and facilitate the co- 
ordination of activities of other institutions within the 
United Nations system in the field of international trade 
and related problems of economic development and in 
this regard to co-operate with the General Assembly 
and the Economic and Social Council in respect to the 
performance of their Charter responsibilities for co- 
ordination; 

(e) To initiate action, where appropriate, in co- 
operation with the competent organs of the United 
Nations, for the negotiation and adoption of multilateral 
legal instruments in the field of trade, with due regard 
to the adequacy of existing organs of negotiation and 
without duplication of their activities; 

(f) To be available as a centre for harmonizing the 
trade and related development policies of Governments 
and regional economic groupings in pursuance of 
Article 1 of the United Nations Charter; and 

(g) To deal with any other matters within the scope 
of its competence. 


TRADE AND DEVELOPMENT BOARD 
Composition 


4. A permanent organ of the Conference, to be known 
as the Trade and Development Board, shall be estab- 
lished as part of the United Nations machinery in the 
economic field. 

5. The Board shall consist of 55 members elected 
by the Conference from among its membership, In elect- 
ing the members of the Board, the Conference shall have 
full regard for both equitable geographical distribution 
and the desirability of continuing representation for the 
principal trading States, and shall accordingly observe 
the following distribution of seats: 


(i) 22 from the States listed in Annex I: 
(ii) 18 from the States listed in Annex IT; 
(iii) 9 from the States listed in Annex Ile 
(iv) 6 from the States listed in Annex IV. 


6. The list of States in the annexes shall be reviewed 
periodically by the Conference in the light of changes 
in membership of the Conference and other factors. 


7. The members of the Board shall be elected at each 
regular session of the Conference, except that the first 
Board shall be elected in accordance with item (a) of 
paragraph 32 on Transitional Provisions, below. The 
members of the Board shall hold office until the election 
of their successors. 


8. Retiring members shall be eligible for re-election. 


9. Each member of the Board shall have one repre- 
sentative with such alternates and advisers as may be 
required. 

10. The Board shall invite any member of the Con- 
ference to participate, without vote, in its deliberations 
on any matter of particular concern to that member. 

1]. The Board may make arrangements for repre- 
sentatives of the inter-governmental bodies referred to 
in paragraphs 18 and 19 to participate, without vote, 
in its deliberations and in those of the subsidiary bodies 
and working groups established by it. Such participation 
may also be offered to non-governmental organizations 
concerned with matters of trade and of trade as related 
to development. 

12. The Board shall adopt its own rules of procedure. 

13. It shall meet as required in accordance with its 
rules. It shall normally meet twice in any particular 
year. 


Functions 


14, When the Conference is not in session the Board 
shall carry out the functions that fall within the com- 
petence of the Conference. 

15. In particular, it shall keep under review and 
take appropriate action within its competence for the 
implementation of the recommendations, declarations, 
resolutions and other decisions of the Conference and to 
ensure the continuity of its work. 


16. It may make or initiate studies and reports in 
the field of trade and related problems of development. 

17. It may request the Secretary-General of the United 
Nations to prepare such reports, studies or other docu- 
ments as it may deem appropriate. 

18. It shall, as required, make arrangements to 
obtain reports from and establish links with inter- 
governmental bodies whose activities are relevant to its 
functions. In order to avoid duplication it shall avail 
itself, whenever possible, of the relevant reports made 
to the Economic and Social Council and other United 
Nations bodies. 

19. It shall establish close and continuous links with 
the regional economic commissions of the United Nations 
and it may establish such links with other relevant 
regional inter-governmental bodies. 

20. In its relations with organs and agencies within — 
the United Nations system, the Board shall act in con- 
formity with the responsibilities of the Economic and 
Social Council under the United Nations Charter, par- 
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ticularly those of co-ordination, and with the relationship 
agreements with the agencies concerned. 

21. It shall serve as a preparatory committee for 
future sessions of the Conference. To that end, it shall 
initiate the preparation of documents, including a pro- 
visional agenda, for consideration by the Conference, 
as well as make recommendations as to the appropriate 
date and place for its convening. 

22. It shall report to the Conference and it shall also 
report annually on its activities to the General Assembly 
through the Economic and Social Council. The Eco- 
nomic and Social Council may transmit such comments 
on the reports as it may deem necessary to the General 
Assembly. 

23. The Board shall establish such subsidiary organs 
as may be necessary to the effective discharge of its 
functions. It shall establish, in particular, the following 
committees : 

(i) A committee on commodities which, inter alia, 
will carry out the functions which are now performed 
by the Commission on International Commodity Trade 
and the Interim Co-ordinating Committee for Interna- 
tional Commodity Arrangements (ICCICA). In this con- 
nexion ICCICA shall be maintained as an advisory body 
of the Board; 

(ii) A committee on manufactures; 

(iii) A committee on invisibles and financing related 
to trade. The Board shall give special consideration to 
the appropriate institutional means for dealing with 
problems of shipping, and shall take into account the 
recommendations contained in Annexes A.IV.21 and 


A.IV.22.5 


The terms of reference of the latter two subsidiary 
bodies and any other subsidiary organs established by 
the Board shall be adopted after consultation with the 
appropriate organs of the United Nations and shall take 
fully into account the desirability of avoiding duplication 
and overlapping of responsibilities. In determining the 
size of the subsidiary organs and in electing their mem- 
bers, the Board shall take fully into account the desir- 
ability of including in the membership of these bodies 
member States with a special interest in the subject 
matter to be dealt with by them. It may include any 
member State of the Conference whether or not that State 
is represented on the Board. 


The Board will determine the terms of reference and 
rules of procedure of its subsidiary organs. 


VOTING 


24. Each State represented at the Conference shall 
have one vote. Decisions of the Conference on matters 
of substance, subject to the decision of the General 
Assembly on the provisions of paragraph 25, shall be 
taken by a two-thirds majority of the representatives 
present and voting. Decisions of the Conference on mat- 
ters of procedure shall be taken by a majority of the 
representatives present and voting. 

Decisions of the Board shall be taken, subject to the 
decision of the General Assembly on the provisions of 


5 Recommendations on “Shipping questions” (annex A.IV.21) 
and “Bases for a common measure of understanding on shipping 
questions” (annex A.IV.22). 
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paragraph 25, by a simple majority of the representatives 
present and voting. 


PROCEDURES 


25. It is recommended that the provisions of this 
paragraph shall be determined by the General Assembly 
at its nineteenth session after consideration by it of the 
report and the proposals to be made by a Special 
Committee to be appointed by the Secretary-General of 
the United Nations, as indicated in item (d) of the 
Transitional Provisions. 

The terms of reference of this Special Committee 
would be as follows: 

(a) The task of the Committee shall be to prepare 
proposals for procedures within the continuing ma- 
chinery designed to established a process of conciliation 
to take place before voting and to provide an adequate 
basis for the adoption of recommendations with regard 
to proposals of a specific nature for action substantially 
affecting the economic or financial interests of particular 
countries ; 

(6) Such conciliation may be carried out through a 
system of conciliation committees, the good offices of the 
Secretary-General of the Conference, or any other means 
within the framework of the United Nations; 

(c) In devising the procedures referred to above the 
Committee shall take into consideration that the inter- 
ested States may wish to place on record and to publicize 
their views. It shall also take into account the desir- 
ability of issuing reports at appropriate times which 
would state the areas of agreement and disagreement 
and the explanation of positions as regards, in particular, 
the implementation of proposed recommendations; 

(d) The Committee should also consider the desir- 
ability of applying appropriate procedures to proposals 
involving changes in the fundamental provisions of this 
resolution; and 


(e) Any Government participating in this Conference 
may submit to the Special Committee such proposals and 
recommendations as it considers relevant to sub-section 
(a) above, provided they do not imply any amendment 
to the Charter of the United Nations or any departure 
from the principle that each country has one vote. The 
Special Committee shall include a study of such pro- 
posals and recommendations in its report to the General 
Assembly. 


SECRETARIAT 


26. Arrangements shall be made, in accordance with 
Article 101 of the Charter, for the immediate establish- 
ment of an adequate, permanent and full-time secretariat 
within the United Nations Secretariat for the proper 
servicing of the Conference, the Board and its sub- 
sidiary bodies. 

27. The secretariat shall be headed by the Secretary- 
General of the Conference who shall be appointed by 
the Secretary-General of the United Nations and con- 


firmed by the General Assembly. 


28. Adequate arrangements shall be made by the 
Secretary-General of the United Nations for close co- 
operation and co-ordination between the secretariat of 
the Conference and the Department of Economic and 
Social Affairs, including the secretariats of the regional 


economic commissions, and other appropriate units of 
the United Nations Secretariat, as well as with the 
secretariats of the specialized agencies, 


FINANCIAL ARRANGEMENTS 


29. The expenses of the Conference, its subsidiary 
bodies and secretariat, shall be borne by the regular 
budget of the United Nations which shall include a 
separate budgetary provision for such expenses, 

In accordance with the practice followed by the 
United Nations in similar cases, arrangements shall be 
made for assessments on States non-members of the 
United Nations which participate in the Conference. 


FUTURE INSTITUTIONAL ARRANGEMENTS 


30. The Conference will review in the light of ex- 
perience the effectiveness and further evolution of insti- 
tutional arrangements with a view to recommending such 
changes and improvements as might be necessary. 

31. To this end it will study all relevant subjects 
including matters relating to the establishment of a 
comprehensive organization, based on the entire mem- 
bership of the United Nations system of organizations, 
to deal with trade and with trade in relation to 
development. 


TRANSITIONAL PROVISIONS 


32. The Conference further recommends that: 

(a) The members of the Board elected by the present 
Conference commence their terms after this resolution 
has been duly approved by the General Assembly at 
its next session; 

(b) The next session of the Conference be held early 
in 1966; 

(c) The Secretary-General of the United Nations sub- 
mit to the nineteenth session of the General Assembly 
a report on the financial implications of the above 
recommendations, as well as concrete suggestions as to 
the allocation of expenditure among all the States 
entitled to participate in the Conference; 

(d) The Secretary-General of the United Nations 
appoint the Special Committee referred to in para- 
graph 25. The Committee shall be representative of the 
main interests and trends of opinion involved in the 
matter. The Committee shall be small in size and the 
Secretary-General shall select its members on an equi- 
table geographical basis, after consultation with their 
respective Governments. 


Annexes 
Annex I 
List of States indicated in paragraph 5(i) 
1. Afghanistan 10. China 
2. Meta 11. Congo (Brazzaville) 
3. Burma 12. Congo (Leopoldville) 
4. Burundi 13. Dahomey 
5. Cambodia 14. Ethiopia 
6. Cameroon 15. Gabon 
7. Central African 16. Ghana 
Republic | 17. Guinea 
8. Ceylon 18. India 
9. Chad 19. Indonesia 
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. Pakistan 

. Philippines 

. Rwanda 

. Saudi Arabia 

. Senegal 

. Sierra Leone 

. Somalia 

. South Africa 

. Sudan 

. Syria 

. Tanganyika and Zanzibar 
. Thailand 

. Togo 

. Tunisia 

. Uganda 

. United Arab Republic 
. Upper Volta 

. Viet-Nam (Republic of) 
. Western Samoa 

. Yemen 

. Yugoslavia 


5(ti) 
Liechtenstein 
Japan 
Luxembourg 
Monaco 
Netherlands 
New Zealand 
Norway 
Portugal 

San Marino 
Spain 

Sweden 
Switzerland 
Turkey 

United Kingdom 
United States of America 


Haiti 
Honduras 
Jamaica 
Mexico 
Nicaragua 
Panama 
Paraguay 


. Peru 

. Trinidad and Tobago 
. Uruguay 

. Venezuela 


Poland 

Romania 

Ukrainian SSR 

Union of Soviet Socialist 


. Iran Al 
. Iraq 42 
. Israel 43 
. Ivory Coast 44, 
. Jordan 45 
.. Kenya 46 
- Korea (Republic of) 47 
. Kuwait 48 
. Laos 49 
. Lebanon 50 
. Liberia 51 
. Libya 52 
. Madagascar 53 
. Malaysia 54, 
- Mali 55 
- Mauritania 56 
- Mongolia 57 
. Morocco 58 
. Nepal 59 
. Niger 60 
. Nigeria 61 
Annex II 
List of States indicated in paragraph 
Australia 15. 
. Austria 16. 
Belgium 17. 
. Canada 18. 
. Cyprus 19. 
Denmark 20. 
. Federal Republic os 
of Germany IDR. 
. Finland 233 
. France 24. 
Greece 255 
. Holy See 26. 
. Iceland 21 
. Ireland 28. 
. Italy 29. 
Annex III 
List of States indicated in paragraph 5(iii) 
Argentina 12. 
Bolivia 13. 
Brazil 14. 
Chile 15. 
Colombia 16. 
Costa Rica 17. 
Cuba 18. 
Dominican Republic 19 
Ecuador 20 
El Salvador 21 
Guatemala 22 
Annex IV 
List of States indicated in paragraph 5(iv) 
Albania 6. 
Bulgaria Ube 
Byelorussian SSR 8. 
Czechoslovakia 9. 
Hungary 


5. 


Republics 
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RECENT ACTIVITIES OF ECLA 


I 


FOURTH SESSION OF THE TRADE COMMITTEE* 
(Santiago, Chile, 9 to 13 November 1964) 


The ECLA Trade Committee held its fourth session’ 
at Santiago, Chile, from 9 to 13 November 1964, It was 
attended by representatives of twenty-four member States 
of the Commission, namely, Argentina, Bolivia, Brazil, 
Canada, Chile, Colombia, Costa Rica, Cuba, the Domini- 
can Republic, Ecuador, El Salvador, France, Guatemala, 
Honduras, the Kingdom of the Netherlands, Mexico, 
Nicaragua, Paraguay, Peru, Trinidad and Tobago, the 
United Kingdom, the United States, Uruguay and Vene- 
zuela. Also participating in the session in a consultative 
capacity were representatives of three States members of 
the United Nations, not members of the Commission 
(Hungary, Italy and Poland) and of two States not mem- 
bers of the United Nations (the Federal Republic of 
Germany and Switzerland). Organizations represented 
were a specialized agency (the Food and Agriculture 
Organization of the United Nations), several inter- 
governmental agencies (the Latin American Free-Trade 
Association, the Inter-American Development Bank, the 
Inter-American Committee on the Alliance for Progress 
and the Organization of American States), and a non- 
governmental body (the Centre for Latin American 
Monetary Studies). Senior officials of the Latin American 
Institute for Economic and Social Planning also at- 
tended, and observers from the European Economic 
Community and European Coal and Steel Community 
were present by special invitation. 

The opening addresses were delivered by Mr. Gabriel 
Valdés, the Minister for Foreign Affairs of Chile, Mr. 
Mario Tancredo Borges da Fonseca, representative of 
Brazil, and Mr. José Antonio Mayobre, Executive Secre- 
tary of the Commission. During the first working meet- 
ing, an important statement on the results of the United 
Nations Conference on Trade and Development was made 
by Mr. Ratl Prebisch, Secretary-General of the Con- 
ference. 

At the closing meeting, speeches were made by Mr. 
Mayobre, Mr. Placido Garcia Reynoso, representative of 
Mexico, and Mr. Domingo Santa Maria, Minister for 
Economic Affairs, Development and Reconstruction of 


*See the Committee’s report (E/CN.12/C.1/23/Rev.1). 


1 The earlier sessions of the Trade Committee, which was set 
up pursuant to resolution 101 (VI) of the Economic Commission 
for Latin America, were held at Santiago, Chile, from 19 to 
29 November 1956, at Panama City from 11 to 19 May 1959 and 
again at Santiago from 8 to 12 May 1961. The respective reports 
were published by the United Nations as part of the following 
documents: Inter-Latin American Trade: Current Problems (Sales 
No.: 57.11.G.5), The Latin American Common Market (Sales 
No.: 59.11.G.4) and Multilateral Economic Co-operation in Latin 
America (Sales No.: 62.1I.G.3). 
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Chile. A cable was read out from Mr. Carlos Sans de 
Santa Maria, Chairman of the Inter-American Com- 
mittee on the Alliance for Progress, conveying greetings 
to the Trade Committee and expressing good wishes for 
the success of its work. 

The officers of the Committee were Mr. Domingo Santa 
Maria (Chile) as Chairman, Mr. Edgardo Seoane (Peru) 
and Mr. Gilberto Secaira (Guatemala) as First and 
Second Vice-Chairman respectively, and Mr. Benito Raul 
Losada (Venezuela) as Rapporteur. 

The main purpose of the Trade Committee session was 
to evaluate the results of the United Nations Conference 
on Trade and Development, held from March to June 
1964 at Geneva, and then to make specific recommenda- 
tions to the Latin American Governments on the trade 
policy that they should follow in the light of those results. 

With those ends in view, the topics discussed were 
commodity trade, trade in manufactures and semi-manu- 
factures, trade and development financing, trade in in- 
visibles, the institutional machinery agreed upon at the 
Geneva Conference and the intensification of reciprocal 
trade among the developing countries, As a closely related 
item, the situation and recent trends of Latin American 
economic integration and of the essential internal meas- 
ures that together would be most likely to expedite the 
economic and social development of the region,? were 
also considered. 


The different agreements adopted by the Trade Com- 
mittee on the above-mentioned subjects were combined 
in the following resolution: 


18(IV) INTERNATIONAL TRADE, DEVELOPMENT 
AND INTEGRATION 


I 


LINES OF ACTION WITH RESPECT TO TRADE AND 
DEVELOPMENT 


The ECLA Trade Committee, in view of the urgent 
need to ensure that the recommendations adopted at the 
United Nations Conference on Trade and Development 
are implemented in the fullest, most specific and ex- 
peditious way possible, and that they are improved and 
supplemented ; 


2 The working papers used for the discussions were The United 
Nations Conference on Trade and Development—Analysis of the 
results and prospects for Latin America (E/CN.12/C.1/21) and 
Note by the secretariat on the Commission’s activities in the field 
of economic integration (E/CN.12/C.1/22). 


Conscious of the need for every effort to be made to 
foster the unity of the Latin American countries among 
themselves and with the other developing countries, 
towards which the first step had been taken at Geneva, 
in order to achieve such vital objectives for the economic 
future of the Latin American countries as easier access 
for their primary commodities to world markets and 
better prices for such commodities; an improvement in 
the terms of trade; the intensification and geographical 
diversification of their exports of manufactures and semi- 
manufactures; external financial co-operation, on a scale 
and on terms sufficient to aid in maintaining a satisfac- 
tory rate of economic and social development; the solu- 
tion of their international transport problems and of 
other invisible items in their balances of payments, all 
of which are essential if the gap between their current 
export earnings prospects and their need to import for 
development is to be bridged. 


Likewise, in view of the pressing need to promote 
vigorous internal action in the Latin American countries 
with a view to organizing and intensifying their produc- 
tion so as to enable them to take the greatest possible 
advantage of the new conditions by which international 
trade should be governed. 

Decides: 


A. General evaluation of the Conference 


l. To declare its dissatisfaction with the results 
achieved by the Conference on Trade and Development, 
while recognizing that they represent some advance in 
terms of the principles that can serve as a basis for a 
more equitable organization of world trade. 


2. To note with keen interest the secretariat document 
entitled The United Nations Conference on Trade and 
Development: analysis of the results and prospects for 


Latin America (E/CN.12/C.1/21). 


3. To express its deepest concern at the unilateral de- 
cisions taken by some developed countries since the 
United Nations Conference on Trade and Development, 
as they are contrary to the spirit and philosophy recog- 
nized by all the States signatories of the Final Act of the 
Conference and adversely affect the corresponding resolu- 
tions, particularly point 2 of the second part of recom- 
mendation A.II.1 on standstill, These decisions include: 
(a) the delay in adopting the additional measures needed 
for effective operation of international commodity ar- 
rangements, negotiations in respect of which have already 
been concluded; (b) the application of new tariff meas- 
ures which limit exports of products from developing 
countries; (c) the imposition of quantitative restrictions 
on trade in commodities of interest to the developing 
countries. 


4. To transmit Part I.A. of the present resolution to 
the Group of Seventy-seven developing countries in 
New York in order that they may consider it and bring it 
to the attention of the United Nations General Assembly. 


B. Internal measures 


5. To recommend to Governments that, while con- 
tinuing their efforts to achieve a different structure of 
world trade in line with the developing countries’ pro- 
posals at the United Nations Conference on Trade and 
Development, and with a view to turning to really effec- 
tive account the international action being taken in this 


sense, they intensify their internal efforts on the basis 
of measures such as the following: 


(a) Stimulating savings and domestic investment, mo- 
bilizing the latter in terms of national and regional 
development plans; 


(5) Promoting the structural and institutional reforms 
necessary for full and efficient use to be made of each 


aa ° : ; 
country’s production potential and of external financing 
resources; 


(c) Encouraging action to rationalize production and 
distribution with a view to increasing productivity and 
income, and avoiding undesirable disequilibria between 
sey and demand, at the national, regional and world 
evels; 


(d) Creating the requisite conditions to facilitate the 
establishment and expansion of export industries on a 
competitive footing; 

(e) Formulating and putting into practice specific ex- 
port policies, including promotional measures, and others 
of a monetary, exchange, fiscal, administrative and legis- 
lative nature. 

6. To make it clear that the Committee, in stressing 
the urgent need for national action on the lines described, 
does not in any way intend to imply that the measures 
sought in the external sector are necessarily contingent 
upon internal decisions, since these in many cases are 
only feasible through international co-operation. 

7. To instruct the secretariat of ECLA, in co-opera- 
tion with other competent international agencies, to give 
the Latin American Governments whatever co-operation 
they require, and to carry out the studies which might 
be useful in complying with this aim. 


C. Commodity Trade 


8. To recommend to the Government of the develop- 
ing States Members of ECLA: 

(a) That, not later than thirty days after the estab- 
lishment of the Commission on Commodity Arrange- 
ments and Policies,* they present lists of export com- 
modities of interest to their economies. These lists should 
be consolidated by the Commission, in co-operation with 
the Food and Agriculture Organization of the United 
Nations (FAO) and the Regional Economic Commissions. 
The resulting general list should be submitted forthwith 
to the Trade and Development Board for the purpose of 
applying the provisions of section II of recommendation 
A.II.1. The liberalization measures shall not be confined 
to the commodities included in the aforementioned gen- 
eral list. 

(b) That they direct the Trade and Development 
Board to determine the exceptional circumstances under 
which the developed countries can, in the case of certain 
commodities, depart from the commitments relating to 
the liberalization of commodity trade, and to establish 
the appropriate consultation machinery with the aim of 
preventing adverse repercussions on the developing 
countries. 

(c) That the Commission on Commodity Arrange- 
ments and Policies ascertain, as accurately as possible, 


* All references to the Commission on Commodity Arrange- 
ments and Policies will be understood to mean the Commission 
proposed in the Final Act of the United Nations Conference on 
Trade and Development or any other equivalent agency that may 
be set up. 


269 


the position with regard to commodity trade at the date 
of adoption of the Final Act by the Geneva Conference, 
in order to ensure application of the clause concerning 
the standstill. 


(d) That, in regard to tariff and other charges levied 
on commodities and taking into account the various com- 
mitments undertaken with respect to the different types 
of commodities referred to in item 3, section II, of 
recommendation A.II.1, the Commission on Commodity 
Arrangements and Policies define the percentage, and 
rates of, reduction compatible with the meaning of the 
terms (such as “substantially”, “at the earliest possible 
date”, etc.) used in the said recommendation and like- 
wise consider to the best way of affecting the reduction. 


(e) That the Commission on Commodity Arrange- 
ments and Policies define the quantitative restrictions 
which ought to be abolished, propose a schedule for their 
elimination and establish procedures facilitating an in- 
crease in the commodity exports from developing coun- 
tries, particularly in relation to the growth of the 
developed countries’ markets. 


(f) That the Commission on Commodity Arrange- 
ments and Policies ascertain the extent to which the 
developing countries are harmed by the anti-economic 
production of the developed countries, and suggest ways 
of amending the latter’s protectionist policies. 


(g) That the Commission on Commodity Arrange- 
ments and Policies determine which of the existing prefer- 
ences are essential to the beneficiary developing coun- 
tries, and study and suggest compensatory measures 
which will permit their complete abolition within the 
time-limits envisaged. 


(h) That the Commission on Commodity Arrange- 
ments and Policies examine the trade and payments 
arrangements that would make for the establishment of 
multilateral trade between the developing countries and 
the centrally-planned economy countries, in line with the 
mutual interest they expressed at the Conference and 
with a view to putting into effect the increase in import 
targets, as announced in the Aide Mémoire of 10 June 
1964 submitted by the Governments of the Union of 
Soviet Socialist Republics, Czechoslovakia, Poland and 


Hungary (E/Conf.46/L.28, annex C, p. 32). 


(t) That the Commission on Commodity Arrange- 
ments and Policies determine which of the subsidies 
granted by the developed countries adversely affect the 
commodity exports of the developing countries or help 
to bring about a drop in the world prices of such com- 
modities, and establish consultation machinery with the 
developing countries which are currently or might in 
future be affected by the subsidies concerned. 


(j) That the Trade and Development Board, in co- 
operation with FAO, see that the principles of the Food 
and Agriculture Organization in relation to the disposal 
of agricultural commodity surpluses are strictly en- 
forced, and likewise establish criteria for ensuring the 
orderly sale of the stocks of mineral ores (including 
strategic products) accumulated in the developed 
countries. 


(k) That the Commission on Commodity Arrange- 
ments and Policies study and suggest a financial formula 
whereby the developing countries can sell their com- 
modities on an equal footing with the developed coun- 
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tries which maintain special sales programmes in opera- 
tion, and at the same time explore ways and means of 
setting up financing machinery which will permit the 
absorption of seasonal surpluses in the developing 
countries. 

(1) That the Commission on Commodity Arrange- 
ments and Policies decide on the criteria deemed most. 
likely to ensure steady growth and predictability in the 
export earnings of the developing countries, such as: 


(i) The concept of equitable and stable prices for 
commodities, having due regard for their purchasing 
power; 


(ii) An increase in the consumption and imports, by 
the developed countries, of primary products processed 
as far as possible; 


iii) The concept of “satisfactory access”; and 
p yi 


(iv) The co-ordination of production and marketing 
policies. 


(m) That the Commission on Commodity Arrange- 
ments and Policies analyse the various types and forms 
of commodity arrangements (international agreements, 
inter-governmental consultations, producers’ organiza- 
tions, etc.) and list the commodities which may be 
covered by such agreements. 


(n) That Governments, where necessary, promote 
action to review existing agreements from the standpoint 
of adequacy, in accordance with the criteria laid down 
in part I of recommendation A.II.1. 


(0) That the Commission on Commodity Arrange- 
ments and Policies examine the techniques adopted in 
conformity with part I, Chapter C (8) of recommenda- 
tion A.II.1 and propose specific methods for their 
application. 


(p) That the Commission on Commodity Arrange- 
ments and Policies study the possibility of arriving at 
agreements by groups of commodities including, in par- 
ticular, natural products and the synthetic products 
which compete against them. 


(q) That the Commission on Commodity Arrange- 
ments and Policies study schemes—including expansion 
of the developed countries’ food aid programmes—to 
enable developing countries to obtain outlets for their 
commodity surpluses on the same footing as the de- 
veloped countries which have special programmes of 
this type. 


(r) That Member States act to strengthen the World 
Food Programme of the United Nations and FAO and 
promote the study of procedures and systems likely to 
enlist the participation in the Programme of interna- 
tional financing agencies, such as the International De- 
velopment Association, with a view to facilitating the 
purchase of commodities in developing countries with 
exportable surpluses. 


; (s) That Member States, FAO and other interna- 
tional agencies concerned undertake studies to improve, 
from a technical standpoint, the production and market- 
ing of natural products affected by competition from 
synthetics, and to discover new uses for the former. 


(t) That the Commission on Commodity Arrange- 
ments and Policies support the action taken by interna- 
tional agencies in the developing countries which are 


the chief exporters of non-replenishable natural products 
aimed at increasing the real earnings of these countries. 


(wu) That the Commission on Commodity Arrange- 
ments and Policies determine the best method of giving 
practical effect to the recommendations contained in 
recommendation A.II.9 of the United Nations Conference 
on Trade and Development. 


D. Exports of manufactures and semi-manufactures 


9. To recommend to the Governments of States mem- 
bers of ECLA that they should urge the General As- 
sembly, at its nineteenth session, to take the necessary 
steps to set up a specialized agency on industrial devel- 
opment, in accordance with the provisions and within 
the time limits set forth in General Assembly resolution 
1940 (XVIII) and, pending the establishment of the 
agency concerned, to support the view that the existing 
Industrial Development Centre should carry out forth- 
with, in so far as it is able to do so, the activities pro- 
vided for in recommendation A.III.1 of the United 
Nations Conference on Trade and Development. 


10. To recommend to the Latin American Govern- 
ments members of the Commission that they reaffirm the 
vital interest of Latin America in securing the estab- 
lishment by the developed countries, in favour of the 
developing countries, of a non-reciprocal, general and 
non-discriminatory system of preferences exempt from 
the application of the most-favoured-nation clause, which 
would permit exports of a satisfactory volume of manu- 
factures and semi-manufactures to the developed 
countries; 

ll. To request the Executive Secretary of ECLA to 
draw the attention of the Secretary-General of the United 
Nations, on behalf of the Trade Committee, to the inter- 
est shown in that respect, and to request him to set up 
forthwith the committee of government representatives 
envisaged in recommendation A.III.5 of the United 
Nations Conference on Trade and Development. 

12. Likewise, to request the Executive Secretary of 
ECLA officially to transmit recommendations in Part I.D. 
of the present resolution to the Executive Secretaries of 
the regional commissions for Africa and for Asia and 
the Far East as well as to the Chairman of the Seventy- 
seven in order to achieve concerted action in this respect. 

13. To ask the ECLA secretariat to carry out further 
studies on the possible forms and features of a prefer- 
ence system in favour of the developing countries, and 
on the means of solving the problems involved in es- 
tablishing such a system, so that the region can be fully 
prepared to participate in international meeting at which 
the subject is discussed. The ECLA secretariat should 
transmit the studies as soon as they have been completed, 
to the Governments of the States members of the Com- 
mission, and to the international agencies concerned. 

14. To recommend to the Governments of the develop- 
ing countries of ECLA that, until such time as a prefer- 
ence system has been decided on, and specific measures 
have been taken to apply it, they should endeavour, 
inter alia, in GATT negotiations where appropriate, to 
ensure that the developed countries undertake, without 
delay: 

(a) To abolish tariffs or reduce them to levels com- 
patible with exports of manufactures of particular inter- 
est to the developing countries; 


(b) To abolish customs duties for all semi-manufac- 
tures from developing countries; and 


(c) To abolish all other non-tariff restrictions that 
affect imports of manufactures or semi-manufactures. 


15. To recommend to the developed countries that 
they should extend the above measures to the develop- 
Ing countries which are not members of GATT. 


16. To recommend to the Governments of the develop- 
ing States members of ECLA that they submit periodi- 
cally to the committee on manufactures of the Trade 
and Development Board a list of manufactured products 
whose export is of special importance to their economies, 
in order that this Committee—pursuant to point 10 of 
recommendation A.III.4T—may present the list to the 
agencies concerned in order that the products can be 
considered in negotiations aimed at facilitating and ex- 
panding access to the markets of developed countries; 
the list must be brought up to date and consolidated 
annually, Moreover, to request the ECLA secretariat to 
inform the secretariats of the regional economic commis- 
sions for Africa and for Asia and the Far East of this 
decision by the Trade Committee, in order to ensure 
concerted action in this respect. 


17. To ask the ECLA secretariat to prepare at once, 
in co-operation with the various national, regional or 
extra-regional bodies that could contribute to the task, 
a comprehensive list of manufactures or semi-manufac- 
tures that could be exported by Latin America if the 
customs charges, tariffs differentiating between raw ma- 
terials and manufactured products, and other restrictions 
of equivalent effect, were eliminated or sufficiently 
reduced. 


18. To recommend to Governments that they should 
instruct the committee on manufactures to define the 
“exceptional and compelling” circumstances under which 
the developed countries could impose or increase restric- 
tions or tariffs on imports of manufactures and semi- 
manufactures from developing countries, and also to 
establish consultation machinery in which the develop- 
ing countries affected by such measures can take part. 


19. To request ECLA and the committee on manufac- 
tures to make a study of the additional concessions which 
should be granted to the relatively less developed coun- 
tries, to enable them to turn to account the measures 
recommended in the previous points. 


20. To ask the Executive Secretary of ECLA to re- 
quest the Trade and Development Board to obtain peri- 
odically from the developed countries information on 
the measures they adopt in conformity with the previous 
paragraphs and with recommendations A.III.6 and A.III.7 
for immediate transmittal to all the member countries. 


21. To recommend to the Latin American Govern- 
ments that they should continue their efforts to obtain a 
commitment from the countries with centrally-planned 
economies aimed at ensuring that their economic plans 
provide for imports of manufactures and semi-manufac- 
tures from the developing countries in increasing and 
adequate quantities. 


22. Likewise, to recommend to the aforementioned 
Governments that, in concluding trade and payments 
agreements with the centrally-planned economy coun- 
tries, they should insist on a more multilateral approach, 
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in line with the commitment expressed in recommenda- 
tion A.III.7 adopted by the Geneva Conference. 


E. Financing of trade and development 


23. To recommend to the Governments of developing 


States members of ECLA: 


Guidelines for international financial co-operation 


(a) That they continue their efforts to formulate and 
execute national development plans and economic polli- 
cies capable of achieving an intensive and balanced 
economic growth, taking into account the importance 
of such plans and policies for the steps being taken to 
facilitate continuing, adequate and sufficient financial 
co-operation on the part of the developed countries. 
Such national development plans and policies constitute 
the framework of action and the basis for the measures 
aimed at obtaining external financial co-operation, with- 
out prejudice to the flexibility of said plans. 


(b) That those which are signatories to the Charter 
of Punta del Este co-operate with the work being done 
by the Inter-American Committee on the Alliance for 
Progress (ICAP) in the yearly examination of national 
development policies and programmes, with a view to 
ascertaining the internal effort and external assistance 
required to ensure their financing. 


(c) That, through the ECLA secretariat, they request 
the Trade and Development Board to urge the developed 
countries and the international financing institutions to 
comply promptly with the provisions contained in para- 
graph 1 of recommendation A.IV.1 adopted by the United 
Nations Conference on Trade and Development, as speci- 
fied in paragraph 3 of the same recommendation; 


(d) That they request the Trade and Development 
Board to adopt measures conducive to establishing the 
procedures for compliance with paragraph 5 of recom- 
mendation A.IV.1 by the developing and developed 
countries. 


Growth and aid 


(e) That they request the Trade and Development 
Board to undertake studies, in co-operation with the 
competent international agencies, on the extent of the 
aid actually provided by the developed countries, with 
a view to drawing conclusions as to the best way of 
complying with the objective referred to in recom- 
mendation A.IV.2, section III. 


(f) That those which are signatories to the Charter 
of Punta del Este request the Trade and Development 
Board to take into consideration for this purpose, the 
studies carried out by the agencies to which they belong, 
with a view to compliance with paragraph 2 of recom- 
mendation A.IV.2, without prejudice to the operation of 
the institution provided for in the same paragraph to 
examine the situations of the other developing countries 
of the region, ~ 


Problems of debt service 


(g) That they forthwith bring to the attention of 
the international financing agencies the pressing need 
to provide for machinery with a view to securing agree- 
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ment, if necessary, on the rescheduling or consolidation 
of the developing countries’ external debt, in conformity 
with recommendation A.IV.5. 


Compensatory financing 


(h) That they instruct the Executive Directors repre- 
senting them on the International Monetary Fund (IMF) 
to request that institution to apply forthwith the short- 
term compensatory credit system, set forth in recom- 
mendation A.IV.17. 


(i) That they request their representatives in the 
International Bank for Reconstruction and Development 
(IBRD) to give maximum priority to the study referred 
to in part A of recommendation A.IV.18, and include in 
the study clear-cut provisions linking the financing by 
IMF of short-term disequilibria to complementary financ- 
ing of long-term disequilibria. 

(j) That, through the ECLA secretariat, they request 
the Trade and Development Board to give special pri- 
ority to the study of a compensatory credit system to 
offset balance-of-payments disequilibria, in relation to 
the deterioration in the terms of trade and other factors, 
as set forth in the terms of reference contained in sec- 
tion B of recommendation A.IV.18. 


Regional development 


(k) That they firmly support the efforts and action 
of their regional institutions, particularly the Inter- 
American Development Bank (IDB), to secure that a 
larger proportion of the resources made available by the 
developed countries are channelled through the said in- 
stitutions, with a view to strengthening the financial 
bases for multilateral action in the regional sphere. 


Studies 


(1) That they take steps to ensure: 


(i) That IBRD complete, as soon as possible, the 
study on suppliers credit, credit insurance and rediscount 
arrangements alluded to in recommendation A.IV.14; 

(ii) That IBRD expedite presentation of the study on 
the scheme for increasing capital flows to developing 
countries (recommendation A.IV.11) ; 

(iii) That the Trade and Development Board investi- 
gate, as soon as possible, the trade conditions for exports 
of the developing countries’ main primary products, for 
the purposes set forth in recommendation A.IV.16. 


International agencies 


24. To recommend: 


(a) That the international agencies concerned submit 
as soon as possible the studies on regional development 
referred to in recommendation A.IV.10. 

(b) That the ECLA secretariat urge the Secretary- 
General of the United Nations Conference on Trade and 
Development to expedite the convening of the group of 
experts alluded to in recommendation A.IV.19 and the 
completion of its studies; and likewise exhort the devel- 
oping countries to submit, as soon as possible, a sys- 
tematic statement of their views concerning the incidence: 
of the international monetary situation in trade and 
development problems and propose the solutions they 


deem most expedient in time to be considered by the: 
aforementioned group of experts. 


F. Maritime transport 


25. T'o recommend that the ECLA secretariat should 
ask the Trade and Development Board to establish, as 
soon as possible, a subsidiary organ specifically respon- 
sible for the problems of maritime transport referred to 
in recommendation A.IV.22, “Common measure of under- 
standing on shipping questions”, 


26. To recommend to the Governments of the Latin 
American countries that, as a first step towards improv- 
ing their shipping systems, they should: 

(a) Adopt forthwith the measures needed to establish 
the system of consultation between the shippers and the 
shipping conferences recommended in paragraph 1 of the 

Common measure of understanding on shipping ques- 
tions”. 

(6) Establish at a government level, with the partici- 
pation of shippers and associations of national shippers, 
units to study problems of maritime transport, which 
would meet regularly to report on the progress of their 
work, exchange information and co-ordinate their activi- 
ties, and would be able to call on the advice and assist- 
ance of the secretariat of the Economic Commission for 
Latin America. 


(c) Redouble, and co-ordinate, their efforts to develop 
their national maritime fleets, in order to increase their 
share of the transport of their foreign trade, improve 
their balances of payment and have at their disposal an 
effective instrument for bringing about a more favour- 
able freight policy on the part of the shipping confer- 
ence. Similarly, the Trade Committee recommends to the 
Governments that they should, by means of the inter- 
national aid and financing envisaged in recommendation 
A.IV.22, and also in the Charter of Punta del Este, take 
vigorous action to speed up the improvement of their 
port facilities, 

27. To recommend that the secretariat of the Economic 
Commission for Latin America should assist the Govern- 
ments of the region to collect the relevant information 
and analyse the problems referred to in paragraph 26 
above, and intensify its own studies in the field of mari- 
time transport, in close co-operation with the study units 
dealing with problems of maritime transport in the coun- 
tries of the region, with the secretariats of the United 
Nations Conference on Trade and Development, of the 
other regional economic commissions of the United 
Nations, and of the Latin American Free-Trade Asso- 
ciation. 

G. Future action 


28. To recommend to the Governments of developing 


States members of ECLA: 


(a) That, given the unity achieved by the developing 
countries during the Geneva Conference, they maintain 
and intensify Latin America’s contacts and common 
action with the developing countries in other regions, 
as one of the chief methods of overcoming the obstacles 
to the attainment of the aims pursued at Geneva; 


(b) That, at the nineteenth session of the United 
Nations General Assembly, they endorse the establish- 
ment of the institutional machinery approved in recom- 
mendation A.V.1, as a first step leading to the establish- 
ment of the worldwide agency advocated by the develop- 
ing countries at the Geneva Conference; 


(c) That, once established, they give this machinery 
whatever co-operation it needs to achieve its aims as 
quickly as possible; 


(d ) That they co-operate with the secretariat of ECLA 
in its studies and activities in connexion with these 
matters. 


29. To recommend to the secretariat of ECLA: 


(a) That, in consultation with the Governments of 
developing States members of ECLA, it continue and 
complete its studies and work on world trade in order 
to ensure that the principles and rules adopted by the 
United Nations Conference on Trade and Development 


are converted, as early as possible, into practical 
measures; 


(6) That, with this end in view, it co-operate closely 
with the secretariat of the United Nations Conference on 
Trade and Development, with the secretariats of the other 
Regional Commissions and with the other international 
agencies concerned; 


(c) That it continue to provide the Latin American 
Governments with advisory assistance in these matters, 
with a view to maintaining and strengthening their unity 
of thought and action at the regional level. 


30. To recommend to member Governments that they 
see to it: 


(a) That the set of principles adopted by the United 
Nations Conference on Trade and Development be con- 
stantly improved and adopted on a universal basis; 


(6) That the Trade and Development Board, from 
the time of its establishment, takes steps to systematize 
the principles already prepared and continue to formu- 
late rules of general value, in conformity with the 
recommendations adopted by the United Nations agencies 
whose terms of reference relate to trade and development; 


(c) That the consolidation of those principles con- 
stitute a Charter on Trade and Development, as a basic 
instrument of the United Nations Conference on Trade 
and Development which is to meet at regular intervals, 
and of its executive agencies. 


31. To recommend to the Governments of develop- 
ing States members of ECLA, 

that, taking into account the need for the Latin 
American countries to extend their trade to new areas, 
they should view with interest the opportunities for in- 
creasing such trade afforded by commerce with the 
centrally-planned economy countries, on the basis of 
the offers made by the latter at the United Nations Con- 
ference on Trade and Development, and take appro- 
priate measures to that effect. 


H. Other matters 


32. To express its gratitude to the United Nations 
Economic and Social Council for its adoption of reso- 
lution 1000 (XXXVII), expressing appreciation of the 
work done by the regional economic commissions, and 
the co-operation established among them in connexion 
with the United Nations Conference on Trade and 
Development, and the hope that they will continue their 
activities with a view to the implementation of the 
recommendations on trade and development adopted at 


the Conference. 
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II 
Latin AMERICAN ECONOMIC INTEGRATION 


The Trade Committee reiterates its conviction that 
the economic integration of Latin America is urgently 
necessary for intensifying the development of the Latin 
American countries, achieving the indispensable social 
changes, improving the position of the region with re- 
spect to the problems of its external sector and re- 
organizing production on the basis of lower costs and 
a more rational use of existing resources, and therefore, 
in order that its recommendations may serve as a guide 
for the future action that should be taken on the matter. 


Decides: 


A. Regional integration and the negotiation 
of international agreements 


1. To recommend that they expedite the integration of 
the region by the most practical means possible in order 
to play an effective role in the negotiation of inter- 
national agreements and of a new structure of world 
trade. 


B. Activities of the ECLA secretariat 


2. To take note with satisfaction of the work done by 
the Economic Commission for Latin America in support 
of the region’s economic integration, in terms both of 
research and of the formulation of general guidelines for 
the Latin American Governments to use as a basis for 
decisions in their integration policy. Attention is drawn 
in particular to document E/CN.12/22, which reviews 
the activities of the secretariat of the Economic Com- 
mission for Latin America in the field of economic 
integration. 


3. To take into account its earlier resolutions, which 
define the position of the Economic Commission for 
Latin America with respect to integration. 


4. To note with satisfaction that the ECLA secretariat 
has already made considerable progress on new studies 
in this field, which are expected to be completed by the 
end of 1964, and whose aim is to determine specific 
formulas or proposals for the consideration of the Gov- 
ernments, with respect to problems that constitute major 
obstacles to integration. 


5. To urge the ECLA secretariat that, as soon as those 
studies have been completed, they should be submitted 
to the Latin American Governments, so that once the 
studies have been examined by national experts, the 
Governments can begin consultations and take decisions 
on proposals or formulas considered likely to accelerate 
integration. 

6. Likewise to urge the secretariat that it continue to 
give advisory assistance to Governments so requesting in 
the elucidation of questions of trade policy linked to the 
Latin American economic integration movement. 


7. To recommend to the Governments members of 
ECLA that they give their full support to the prepara- 
tion of the above mentioned studies, including the ser- 
vices of experts if and when necessary. 
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C. Promotion of trade among developing countries 
and regional integration 


8. To recommend that the Governments of developing 
States members of ECLA should make a systematic effort 
to intensify trade among themselves and the other de- 
veloping countries and to promote and complete the 
present framework of regional integration with a view 
to achieving the full integration of Latin America. 

9. To recommend to the Governments of the coun- 
tries already participating in regional integration agree- 
ments that they should speed up their studies aimed at 
co-ordinating their economic policies and harmonizing 
trade policy instruments. 

10. To recommend that these Governments consider 
adopting, in the near future, criteria for a reduction of 
the charges on reciprocal trade, giving greater auto- 
maticity to their liberalization programmes, defining 
the sectors in which such criteria may more easily be 
applied and bearing always in mind the need for the 
co-ordination work mentioned in point 8 above. 


1l. To recommend that, within these criteria, the 
Governments concerned should give careful consideration 
to the broader use of the complementarity agreement in 
respect of the industrial sectors most likely to achieve 
integration. 

12. To recommend that greater urgency be given to 
studies aimed at the establishment of multilateral pay- 
ments systems, bearing always in mind the need for closer 
ties between official and commercial banking institutions 
as a favourable condition for the establishment of re- 
ciprocal credit. 


13. To recommend that these Governments should pro- 
mote the financial and trade measures likely to facilitate 
the integration of those countries deemed to be at rela- 
tively less advanced stage of development or to have an 
insufficient market, chiefly in respect of the financing of 
their foreign trade and of industrial projects to be car- 
ried out on their territories. 


14. To recommend that the Governments of develop- 
ing countries not yet part of regional integration move- 
ments should undertake or speed up studies aimed at 
their participation in the integration process. 


15. To recommend that the Governments of develop- 
ing countries, already part of regional integration agree- 
ments, should adopt at the highest political level the 
decisions likely to facilitate execution of the provisions 
of Part II.C. of the present resolution, inter alia, through 
the establishment of an adequate mechanism to this end. 


D. Participation of the workers in Latin America’s 
economic integration process 


16. To recommend that, considering the decisive im- 
portance of the labour sectors’ participation in promoting 
Latin America’s integration policy, the Economic Com- 
mission for Latin America, in co-operation with ALALC, 
SIECA and other agencies concerned, study and define 
the most appropriate formula for participation by the 
workers in the preparation and promotion of the inte- 
gration effort. 


I 


REGIONAL SEMINAR ON COMMUNITY DEVELOPMENT* 
(Santiago, Chile, 22 June to 1 July 1964) 


The Latin American Regional Seminar on the Role 
‘of Community Development in the Acceleration of Eco- 
nomic and Social Development was held at Santiago, 
Chile, from 22 June to 1 July 1964, under the joint 
sponsorship of the United Nations Division of Social 
Affairs and Bureau of Technical Assistance Operations 
and the Economic Commission for Latin America.) It 
was attended, in a personal capacity, by twenty officials 
and specialists of high technical standing from all the 
South American countries (Argentina, Bolivia, Brazil. 
Chile, Colombia, Ecuador, Paraguay, Peru, Uruguay 
and Venezuela) and by representatives from the spon- 
soring organizations and also from the Technical Assist- 
ance Board, the International Labour Office, the Food 
and Agriculture Organization, the United Nations Edu- 
cational, Scientific and Cultural Organization, the World 
Health Organization, the Organization of American 
States and the Latin American Institute for Economic 
and Social Planning. 


The primary aim of the Seminar was to bring together 
social development planners and promoters in order to 
determine the part that should be played by the people 
in the Latin American countries’ efforts to expedite eco- 
nomic and social development. Because of the subject 
‘chosen and the angle from which it was approached, the 
purposes of the Seminar were twofold: firstly, to make 
for an exchange of ideas between the two groups of tech- 
nical experts—national planners (economists, statisti- 
‘cians and so forth) and specialists in social affairs 
(sociologists, anthropologists, social workers, com- 
munity development officials, housing experts, educators, 
health experts, etc.)—who are concerned with Latin 
American development problems, although apparently 
cut off from one another in their work, and, secondly, 
to analyse the possibility of applying community devel- 
opment principles and methods in a practical spirit and 
.on a nation-wide scale. This analysis made for a mutual 
knowledge of the principles and techniques of planning 
and social action, clarified some doubtful points and 
introduced certain innovations and adaptations that are 
needed in community development as part of the process 
of speeding up the economic and social development of 
the Latin American countries. 


The discussions were focused on two aspects: (a) the 
‘content and scope of public participation in the accelera- 
tion of development; and (6) the definition of certain 
principles and methods that would make such participa- 
tion possible on the deliberate conscious and organized 


* See the report of the Seminar (ST/ECLA/Conf.18/L.4) . 


1The Seminar was preceded by the Reunién de Trabajo sobre 
‘Organizacién y Evaluacién del Desarrollo de la Comunidad at 
Quito in December 1962 and the Ad Hoc Group of Experts on 
Community Development Programmes at New York in February 
1963. The Seminar was convened in accordance with the aims 
‘of the United Nations General Assembly and of the Economic 
cand Social Council, as expressed in a number of resolutions, to 
stimulate and guide public participation during the Development 
Decade in the interests of social and economic development. 


basis that is exacted by development requirements.” 
Successful results have been achieved by such principles 
and methods in Asia and Africa; moreover, Colombia, 
Ecuador, Peru and Venezuela are already implementing 
national community development programmes and seven 
other Latin American countries (Bolivia, Brazil, Chile, 
Costa Rica, Mexico, Panama and Uruguay) have re- 
ceived or are currently receiving United Nations tech- 
nical assistance in this field. 


The discussions are summarized below according to 
the sequence of topics dealt with. 


1. PUBLIC PARTICIPATION IN THE ACCELERATION OF 
ECONOMIC AND SOCIAL DEVELOPMENT 


In recent years a new factor has been capturing the 
interest of theoreticians and field workers in development 
problems, namely, the possibility of conscious and or- 
ganized participation by the people in development 
plans and projects. As regards the authenticity and scope 
of their participation and the way in which it could be 
assimilated into the planning process, it was pointed out 
that economic conditions exist that do not permit of 
progress except where there are no fundamental contra- 
dictions or conflicts, and situations in which public par- 
ticipation may be limited or unsatisfactory. Furthermore, 
in view of the characteristics of local communities, it 
was asked whether the methods of community develop- 
ment might not be ineffectual in that they run counter to 
the process of division and specialization of labour. 


As regards the socio-cultural and politico-administra- 
tive consequences of development plans and programmes, 
it was thought that enough progress has been made in 
Latin America to ensure the requisite accuracy in pro- 
jections, technical and scientific precision in diagnosis 
and the impartiality proper to planning techniques. But 
the targets and goals in which the plans are crystallized 
are not being attained because, among other reasons, they 
reflect neither genuine national aims nor the desire and 
ability to attain them and also because the people are 
unaware of them, fail to understand them, or are not 
identified with them, and, what is more, are not prac- 
tically organized so as to be able to share in them. 


The Seminar agreed that the difficulties and stumbling- 
blocks that might hamper public participation in the 
preparation of plans would in no case be insurmountable. 
In some of the Latin American countries better use 
might be made of the channels of communication, liaison 
and representation which had hitherto been ineffectual 
or had not been a truly authentic means of expression. 
At the same time consideration was given to the specific 
possibility of establishing a two-way flow between the 
community, the planners and the Government in order 


2 Participation of the people and principles of community de- 
velopment in the acceleration of economic and social develop- 
ment (ST/ECLA/Conf.18/L.1), one of the principal working 


papers used as a basis for the debates. 
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to have suitable machinery that would do away with any 
suspicion of impractical idealism that might attach to the 
possibility of actual participation by the people in the 
formulation of development plans. A discussion was held 
on whether sociology could help to define criteria for 
solving the problem of resource allocation among the 
components of social well-being, thereby ensuring that 
the people would share in the fruits of progress, with 
due regard to their requirements as the beneficiary of 
the process. To that end, sociology is beginning to apply 
the mathematical techniques that other sciences have been 
using for some time past. Sociological analysis could use 
a methodology based on social models that would enable 
an over-all assessment of the problems to be made, al- 
though difficulties might crop up in the process of col- 
lecting and evaluating the data needed for a social 
analysis on the lines suggested. 


2. PRINCIPLES OF COMMUNITY DEVELOPMENT AS A POTEN- 
TIAL CONTRIBUTION TO ECONOMIC AND SOCIAL DEVEL- 
OPMENT PLANS 


Although community development seems to follow a 
different pattern in each country and even in each pro- 
gramme, an analysis of the content and aims of the vari- 
ous programmes will show that they are based on a 
common denominator: faith in the strength of the 
capacity and potential of the individual and community 
and the conviction that this capacity and potential can 
be consciously freed, enhanced and channelled towards 
economic and social progress. Although the programmes 
in some of the Latin American countries have a few 
shortcomings, it was pointed out that community develop- 
ment contains certain positive factors making for more 
rapid growth, namely: (a) the system of working for 
development on the basis of an association between the 
people and the Government, which is a sound solution 
to the problem of how to match and channel the people’s 
resources and energies; (b) the possibility of creating 
attitudes, motives and images that are favourable to 
economic and social development; (c) its suitability as 
an instrument for the auto-generation of development at 
the local level; (d) the possibility that it will constitute 
a two-way communications system between high Govern- 
ment and planning circles and the people who produce, 
consume, save and thereby arrive at a certain level of 
living and social status; and (e) the possibility of sup- 
porting and strengthening the progress achieved by the 
people through the development process. 


Throughout the discussions stress was laid on the fact 
that many of the community development programmes 
in Latin America are carried out on a very small scale 
and are based on pilot projects of little importance for 
the country as a whole. However, in view of the results 
achieved in Colombia, Peru and Venezuela, it was gen- 
erally admitted that the principles and practices of 
community development did hold out possibilities if 
they were made part of the general effort undertaken in 
connexion with over-all development plans. In this re- 
spect it was thought that community action should take 
place on three broad fronts: (a) mobilization and or- 
ganization for development; (b) training and organiza- 
tion for production; and (c) organization for the 
improvement of living levels and social conditions. It 
was added that the principles and practices of community 
development could help to arouse conscious and de- 
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liberate interest on the part of the public in sharing im 
general plans, and they might also help to lessen the 
opposition that any process of change—such as that 
necessitated by over-all plans—might arouse in the 
people. This opinion is, of course, based on the assump- 
tion that community development will be pursued 
through national programmes that are closely asso- 
ciated with over-all development plans, in the same way 
as agrarian reform and the other fundamental instru- 
ments and requisites for development. 


In the economic field, for instance, it was suggested 
that community development could induce the people to 
work consciously and deliberately for the implementa- 
tion of specific objectives and lines of action at both 
the general and sectoral levels. This would involve a 
mechanism of transmittal or communication to help the 
people to become acquainted with the activities and aims 
in question, to bear them in mind and deliberately and 
consciously to undertake to carry them out. Additional 
economic and financial resources might be tapped to 
supplement those assigned to over-all economic program- 
ming, particularly for infrastructural works and other 
projects based on systems of aided self-help, i.e., for 
road-building, irrigation and _ electrification works, 
bridges, aqueducts, sewerage, housing, schoools and 
many other undertakings. Resources earmarked for work 
of national interest such as literacy and health campaigns 
might also be freed. As a potential contribution to com- 
munity development, the possibility was raised of turn- 
ing the community into an instrument for the promotion 
and execution of agrarian reform, since this is a struc- 
tural process involving the metamorphosis of rural life 
and its institutions, the vigorous mobilization of sizable 
financial, technological and, above all, human resources, 
facilitating the course of resettlement, organizing the 
people for co-operative production and removing some 
of the difficulties inherent in the process of transforming 
the means and methods of agricultural production. 


In the political and administrative field, community 
development might promote the operation of a two-way 
system of communication between top-level government 
and planning circles working on a countrywide basis 
with macrometric magnitudes and the community that 
functions at the operational and local level. It might 
also facilitate the co-ordination and liaison which are 
necessary to put the plans into practice in view of their 
inter-sectoral nature. In addition, it might make some con- 
tribution to the unleashing of “the new social dynamic” 
and to the emergence of the mystique of progress which 
every country needs to expedite its development, to con- 
solidate its progress and to infuse that progress with a 
self-generative force. With respect to this latter point, 
it was acknowledged that the necessary scope and depth 
of the economic, political and social changes implied in 
the execution of over-all plans are not easy to attain in 
countries where broad sectors of the population are 
economically inactive and dominated by social inertia or 
paternalistic practices. In any case, it was established 
that these methods cannot on their own achieve the unity 
of action and purpose entailed by the execution of plans. 


In the socio-cultural sphere, discussion focused on the 
potential contribution of community development to the 
promotion and acceleration of a change in the popu- 
lation’s generally negative attitude, motives and concepts 
in order to make them constructive and wholly favour- 


able to the aims of over-all development plans. The 
principles and methods concerned might well facilitate 
the integration of rural and urban communities in coun- 
tries affected by urbanization and rapid social change, 
and act as a contributing factor of popular organization 
and education so as to make the best use of the services 
offered by the Government. 


The various speakers on the subject of the potential 
contribution of community development to economic 
and social development plans insisted that such a con- 
tribution inevitably called for a whole process of 
adaptation and the establishment of necessary institutions. 


3. SOME IMPLICATIONS IN THE USE OF COMMUNITY 
DEVELOPMENT FOR THE ACCELERATION OF LATIN 
AMERICA’S ECONOMIC AND SOCIAL DEVELOPMENT 


The analysis of this subject was based on the need to 
integrate the rural areas and local administration with 
Latin America’s development plans and with the human 
factor’s contribution to those plans. 


Some of the elements of community development to be 
re-examined, and the adaptations needed, are theoretical 
or conceptual, while others are technological, or of a 
political or administrative nature. It is a far cry to the 
model integrating all economic, social and political fac- 
tors, to which the community will be able to adapt itself 
easily, with no unforeseen problems or conflict. Nor can 
it be said that the groups wielding most influence in the 
community really do want the whole population to play 
an organized part in development. 


It was asserted that, under the circumstances, commu- 
nity development experts would have to bear constantly 
in mind that the mere formulation and adoption of a 
national community development programme embodying 
economic and social development targets, is not enough 
to ensure that it will really influence development; what 
is needed is a strategy in keeping with the actual con- 
ditions prevailing in a country. Several participants 
pointed out that such conditions were often incompatible 
with the important national role of community develop- 
ment. When a national move in that respect is shared 
by the political leadership of a country, the sponsors 
of community development have opportunities, if they 
are able and dedicated enough to act as assistants in 
solving certain well-known problems—agrarian ques- 
tions, decentralization and administrative democratiza- 
tion, effective education for the working sector, etc.— 
without insisting unduly on their own identity or tradi- 
tional doctrines. 


Another aspect of the use of community development 
which requires further attention is the very meaning of 
the word “community”. How far is it justifiable to call 
local groups in Latin America “communities” and to 
what extent is it possible to speak about community 
development techniques? A number of participants in- 
dicated certain difficulties in this respect and reviewed 
the local groups’ distinguishing features in detail. As a 
rule, the links binding a local community are weak and 
have certain characteristics which, instead of _Promot- 
ing community action and the people free participation 
in local elections, only serve to obstruct them. Most of 
the rural population lives in very small nuclei, which 
are either dispersed or exist under the paternalistic con- 
trol of a landowner, and find difficulty in freely taking 


part in local decisions. The predominating trend is for 
the leading population centres in rural municipios, which 
ought to be the natural centres of broader communities, 
gradually to lose their few economic and social functions. 
With no reasonably efficient local democratic govern- 
ment which truly represents the rural sector’s interests, 
the success of community development programmes will 
always be limited and short-lived. In this connexion, 
some of the participants suggested: (a) that develop- 
ment programmes should take due account of the rural 
communities’ conflicting interests and help to organize 
those groups which hitherto have had no voice in man- 
aging their own affairs; (b) that such programmes 
should be accompanied by local administrative reforms 
conducive to the institutionalization of local governments 
on different lines to those now in existence, but based 
on the national system of municipios. 


When it was attempted to define the contribution of 
the human factor or the part it plays in economic devel- 
opment, several difficulties were encountered. Very little 
is known in theory, about the contribution of the various 
factors to development. Nor is there an integrated model 
of social and economic structure, but only models con- 
structed by rational methods, that is, based on relative 
ignorance of the real state of affairs. 


In a society, all forms of community development or 
popular participation serve as supplementary media of 
communication, organization of the people, persuasion 
and integration of the marginal populations. As regards 
the classical mechanisms for their incorporation—edu- 
cation, conscription, trade unionism, party politics and 
the market—attention was drawn to the role incumbent 
on the State in the establishment of the machinery and 
institutions needed to form a body of citizens which will 
contribute to the smoother operation of national affairs. 


It was stated in conclusion that: (a) the expansion 
of such a body demands certain economic conditions 
which affect the structure of production; hence, (b) it 
is worth while to consider not only how community 
development and popular participation can contribute 
to economic development, but also how the latter can 
contribute to the individual aims of the former. 


Some speakers maintained that, although the essential 
aim of development should be to change the existing 
structures, that did not mean that the community could 
not develop within those structures or constitute an 
instrument of economic development functioning con- 
currently with other instruments. 


With regard to vocational training in community de- 
velopment, stress was laid on the fact that both com- 
munity and national development had one objective in 
common: mankind’s development within a society which, 
through the medium of science and technology, will 
enable it to enjoy an adequate standard of living from 
the economic and cultural standpoint, and which will 
ensure its development through its own efforts. The two 
processes should be co-ordinated and mutually comple- 
mentary. The capacity and responsibility of vocational 
training at different levels consist in the training of 
local leaders, promoters, and senior administrative and 
research personnel; moreover, some differentiation is 
necessary in their training according to the conditions 
ruling in each community, and the programmes should 
be modified as required. 
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In the discussion of sociological research and com- 
munity development, it was emphasized that the different 
problems involved call for distinct approaches. As re- 
gards the possible use of sociological research, it was 
asserted that: (1) it provides an objective picture of 
community needs; (2) it makes it possible to confirm 
or reject hypotheses, and to identify one among a variety 
of patterns; (3) some of the techniques used, such as 


the questionnaire, are of practical application as instru- 
ments, and also have an educational value in that they 
raise doubts and questions in the individual’s mind 
which he himself may never have faced before; (4) 
these techniques enable solutions to be found and pro- 
grammes to be formulated on the basis of the conditions 
under which people actually live, instead of in the light 
of theories held by intellectuals. 
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